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" The mission of the Gffice of Telecommunications in the Department

Iﬁ c;rrylng c::ut trns mission, the fon:e

UNITED STAYES DEPARTME)‘(EF'COMMERCE
(OFFICE OF TELECOMMUNICATIONS

s.TA,*rEMEm OF MISSION

of Commerce is to assist the Department in fostering, serving, and
promoting the nation’s economic development and technéj@gical
advancement by improving man’s comprehension of telecormmuni-
cation sciencg/and by assuring “effective use and gmwth of the
nam:n s tele mmunicatmﬂ fesources. - :

¢ Conducts re;earch needed in the evaluation and deve opment

of policy as required by the Department of Commiercé
¢ Aspists' other goyernment agencies in the use of telecommuni-
cytions -

fonducts research, engineering, and analyns in the general
leld of telecommunication science to meet government needs

Acquires,. analyze.r., synthesizes, and disseminates information
for the efficient use of the nation’ s telecornmunication re-
sources. a

Performs analySk, engineering, and related administrative
functions responsive to the needs of the Director of the Office
of Telecommunications: Policy, Executive Office of the ‘Presi-
dent, in the performance of his responsibilities ﬁ:r ’he manage-
ment of the radio spectrum - . |-
o/ Conducts research needed in the evaluation and development
of telecommunication policy as required by the Office of Tele-
. communications Policy, pursuant.to Executive Order 11556
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(CDMSAT) . In Chapter{!III a dESEerLién is giv#mibf the
current requlatory and oversight environment iﬁ@lhdlng
statutory background, FCC regulatory prccess, and the
executive office role. :

A “Chapter IV deals with the prablams existiny within
the present institutional arrangements described in the
various studies. The problems are not limited t©o those
that may appear to bé affected by changes in the industry.
structure; rather, all of the major problems of inter-
national telecommunications are described to enable the
. reader to understand’ the campleﬁ legal/;nst;tutiﬁnal
framework involved. \ , \

Ehaptef V presents a summary of the altermative
indygtry arrangements which were developed in khe major .
stud) efforts. These alternatives ‘are organized according
to individual subject, enébl;ng the reader to more readily
compare the varying éplﬂanS on each pertinent tategory.

. The authors have made no attempt to analyze these aLter—
native arzangeméntz , :

, Chapter VI déﬂls speclflaally with regulatﬁry |
and- gcvernmental Ehaﬂges w;th impacts on industry \
atfucture- o

. _

Tt

L} .
The. chS;ng chapter prasants an overall sumary qf

_the reports and the authors'-conclusions and recommenda-’
tions on Passrhle stiuctural régulatary, and lag;slat;ve
changes. ' - ’ .

L - .
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HIYYORICAL REVIEW OF ' INDUSTRY STRUCTURE STUDIES

CA.  Intwbduction

Beginniﬁg wiﬁh the tglegraph cable.apd HF radio carrier
merger jamue in the late 1920's, tertain elements of the

U.S. international telec¢ommunications industry have always -
been at the center of controversy. ‘Later, the separdtion
- of international and domestic communications services
entered the spotlight, followed by meérger studies and
varying wiews on the desirahility @ﬁﬁgcmpétiﬁi@n.i’Distingz 3
tions betwedn voice and record. serviles were also important
‘issues at different times* qver the. past decades. With the
introduetlon of satellite technology, the controversy has
‘revolved around the problem associated with cable and .
satellite utilization. Today, virtually all aspects of .
“"the U, 8, imﬁe:naticnal5telec¢mmunicatians industry are
‘open for discussion. . ' e :
’ - . P .
, This chapter summarizes the early Congressional and
Executive Office activities relative to the industry
structure prior to.1966 and introduces the three major
study efforts which have been performed since then., ’

B.  Industry Structure Activitiés Prior to 1966

: ‘The meryer issue in international record communications
between WoRld War I and 1946 has been summarized as follows:

"During World War I, when the Government operated
‘the telegraphy industry, the United States Navy
 was given control of the transoceanié radio stations
~din the dnterest of national security. Immedidtely
+ after the war, a bill was introduced in Congress
prowiding  for the control and operation by the Navy
~ Department of the then existing private’ United States
~radin whations used for overseas communications. .
The measure had Navy support. Under its provisions, '
~the Nawvy was to operate the private stations as =
“ . well aw its own stations for the handling of both
. commercial and Government international communi- .-
. catioms, ., The bill did not become 1aw. The .country
_ would mot accept Government ownership or operation
-+ of these facilities, . .~ oo .




"pné first .expression of Congressional policy on
‘merger of: the privately owned cable and radio
companies came in the Federal Radio act of 1927 -
This law spec1flcally prahlb;ted .mergers of radio
with cablé companies, and vice versa, if such
mergezs would lessen QDmPEtLtlDﬂ or restrain,_
trade in interstate or foréign commerce. The
Radio Act also declared. that antitrust laws are
speglflcaliy applicable to the’ manufacture, sale,
and trade in radio apparatus, and to interstate
or farelgn ;radio cammunlcatlgnsg
‘"The Cammun;catlans Act of 193% included the
‘game, 9rav1s;mﬂs. In 1939 the Senate Committee
.on Interstate Commerce requested the FCC to )
study the “‘merger question afresh. The Commission
repgrtéd in the following year, recommending
pegmlsslve merger of the cable- and radio- telegfaph

carrlers .

H
H

R f%Aftér lengthy nearings, Senator White and Senator
_McFarland introduced a bill inm 1941 to permit
mergers in both domestic and international telegraph
systems. When the measure was before the full
committee during the following year, however, the
Navy Department, previously a,_supporter of merger,

K objected to changing the law to permit changes in
the international industry at that time. The Navy
thought that the structure of United States overseas
telecommunications should not be altered during
the war. Provision for this type of merger was

 deleted from the bill; although the House restored
“it, the bill was not voted on before the end of
tiie 77th Cangfessi

"The probTem of domestic merger was felt to be so
urgent, however, that it could not wait for the
conclusion of the war. The Postal Telegraph Company
was daeply in debt, and there appeared no prospect
tnat its financial affairs could, K possibly be put
in order. The 78th Congress took up the guestion
of domestic merger in 1943, and amended the Communi-
cations Act so as to permit Western Union to purchaﬁe
Postal Talegraph This permissive legislation
required Wester Unlcn to divest itself of its
international business, Western Union Cables, within
a reasonable period of time according to cand;ti@ns

3]
5
*
P~
JV




and procedure specified in the Act, and with

, ' the approval of tae FCC. Up to the present

- time (1951), Western Union and potential buyers
of its cables' have been unable to agree on
terms of sale. Western Union Clables GOntinues<§;Qm
year to year as the FCC renews permission for
it to continue in its present ownership, This
situation has givensrise ta suggestions that the
‘provision for splitting domestic from internationall
carriers be stricken from the law.

*"In 1945 resolutions calling for study of +the
international merger problem again were introduced
in Congress and further hearings were held. No
new action -resylted from the Congressional hearings,
however. Senator McFarland, on discovering that
th'e Department \of State no longer supported merger
while ‘other exetutive agencies and the FCC favored
it, took the position that-Congress could do nothing.
- until the executive agencies arrived at a common
- policy. u -

" "In 1946 the. newly organized Telecommunications

® Coordinating Committee, at the suggestion of the’
Navy Department, tried to work out a Government
policy on merger. The Committee was unable to
reach a unanimous recommendation after thorough
exploration of the issues by an ad hoc subcommittee.
Tnis ad hoC group submitted a report in December
1946, whicn set forth the arguments of proponents
and opponents of merger."l. *

‘Due to pressing problems in the operation of the
Nation's wire and radio communications facilities,
President Harry S.' Truman created the President's Communi- .
cations Policy Board on February 17, 1950. The function
of the Board was;

"... to study the present and potential use of
rTadio and wire communications facilities by
governmental and non-governmental agencies and
to make and present to the President evaluations
and recommendations in, the national interest
concerning (a) policies for the most effective
use of radio frequencies by governmental and non-
governmental users and alternative administrative
arrangements in the Federal Government for the
sound effectuation of such policies, (b) policies
with respect to international radio and wire

|
o




communications, (c) the relationshif ff
communications to non-government comym

~and (d) such related policy mattgrﬁ-as the Bodrd
may déﬁermlne X

‘ . N\
.In relation to international c@"*uﬁiéatians policies,
' the conclusions of the Board raacheﬂ n March 1951 were as

follows: .
"l. The Government should adopt the policy of
maintaining the strength of the private EDmPEtlthE
international communications system. ot

2. There should be a Government agency chargea
with the responsibility for implementing this p@il:y

3. VUrgent recommendations ‘have .been made to
Congress that legislation be enacted to permit
companies in the international cable and radio
field to merge. One of these calls for a single
company to handle all United States domestig:-
and interhational record communications, thu€
providing an integrated system. We f£ind no
imperative reasons calling for an immediate
merger of these companies; we conclude, on the
contrary, that recent improvements encourade a

. continuation of their present independent status.
Moreover, in our judgment, a perjod of.partial
m@biligatigﬂ is not a good time to undertake a
reokr ization of these important cgmpanents Qf

— our c mmunlcatlgns system. Our conclusions in®

' regard to mergér are based on conditions as we

Tfow find them and can project them. We recognize,
however, that the situation can change and that
the‘wblfare of our communications system demands
constant attention to the condition and stability
of these companies. We are mindful of the strong
convictien held by informed members of Congress. e
and others that merger is desirable., Wé have *
ascertained that interested Government departments
are divided in their views on the subject. While
we bélLeVE that the national interest does. not
at this time require the repeal of existing prohibi-
tions against merger, we recognize that changing
conditions may provide compelling reasons for a
merger later on. If so, the anticipation of
them.by adequate study and legislation will be

'  essential. The kind of merger which might thus

be indicated, as well as the timing of it, may be
dLGtEtEd not Dmly by nqrmal ecgngmiz f@rces, but




)
oy

by the wisdom of- the Gaveﬂgmaﬂt's own policies
vis-a-vis the companies and by technological
developments. Technological developments may

"+~ in fact prove to be the conclusive factor in

P determining the future of these companies."3/

/ =

. Again in 1958}5, tne Senate Committee on Interstate
and Foreign Cémmercgtheld a series of hearingsi/to -
adutiorize merger of tie internhational telegraph carriers. '
This legislative propodal was introduced by Senator
Warren Magnuson during tMe 85th Congress as S. 4231 in
August 1958, and reintroduced during the 86th Congress
in 1959. Altnough permissive merger was supported by

- most Government agencies as well as the record carriers,
it was opposed by the Department of Justice and labor
%anigggihandmcgnsquéntly—iailed to- be enacted. .

c. ;n;;agavgrnmggtal EammittgéiQgilgiéigégi??i%
""**Tgiégéﬁﬁﬁﬁiééfiéné’jl?é@) . -

The first concentrated effort to investigate the
international telecommunicatidns industry was undertaken
in 1964. On’ January 24 of that year, the Acting Special
Assistant to the President for Telecommunications and
tne Chairmmn, Federal Cammunigatiéﬂs-C@mmissian, wrote
to the Secretaries of State and Defense and the Attorney
General, proposing a Joint Study of International Tele-
communications. As a result of this letter, the Intra-
govermmental Committee on Interndtional Telecommunications
was created, The Committee consisted of the Director of
Telecommunications Management, Chairman of the Federal
Communications Commission, Assistant Secretary of State
for, Bconomic Affairs, Assistant Secretary of Defense for
Administration, and Assistant Attorney Genaral for. the
Antitrust Division. Tnis Committee organized a %@fki%gf'
group called tue Project Advisory Group (PAG) and in ¢
March 1965 through.the assistance of the Department of
Defense, a contract was awarded to Stanford Research
Institute, (SRI). SRI was to assemble the necessary infor-
mation concerning the past, present and probable future
qirfgrmgnce of the industry, the-effects of technoloqgical:
t

¢nange and the demands for services. With this information,
he Committee could then farm,recammendgﬁigns for the future
international telecommunications industry structure. §RI
examined the likely performance of the industry under four
general alterrative structures. The alternatives were:

B
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1. retention of the status quo’

i - s [ s . .

. 2. merger of all international record carriers ‘into one
entity which wau1? provide service - *
gg 3. Vﬁerger as above, but including the Western Union
v Té@%graph C@mgaﬁyL apd '

: 4, merger of all international operations--international
record carriers, and AT&T cables, with or without COMSAT--
into one single international carrier which would provide the
ipternational fagilities for all services (including telegraph
sgrvices as in a#ternatiye 2) directly to the public in the

cities. ,
f the SRT analysis is found within its own

mentk in, and near the gateway cities. Merging the
raffemission media, as in Alternative 4, does not
produce as much identifiable savings but undoubtedly®
would provide hetter R&D-support and improved nego-
tiating arrangements with “foreign partners. This
carrier's carrier arrangement would provide the most
flexibility §n management of the international trans-~..
mission netwdrk and will permit COMSAT to invest a
greater portion of its available capital....

carrer, Ta;s would streamlipe the operating arrange-

"The above summary suggests that the optimum arrange-
mént from an economic¢ as well as an operatienal view-
‘'point would be to merge domestic and international
record carriers (Alternative 3) but also to create

an internmational carriers' carrier to operate all
transmission networks (Alternativé 4). This would
maximize the plant consolidation, provide maximum
econonies of operating costs and take advantage of
econonies-of-scale in transmission and switching.

It would promote the best U.S, participation in’
global network planning, provide strong R&D support
for transmission and switching systems and consti-
tute a strong position for internatiomal negotia-
tions.. .5/ .
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Ingranuary and February 1966, the Intragovernmental
Committee held meetings with the leaders of the telecommunications
;niustry, labor, and SRI; and in April submitted its report and
recommendations to the Senate and House Cémmgrce fommittees which

'tated in part: . 3

"...the Committee concluded that the dynamic nature
- of this vital Jindustry requires that the regulatory
' agency be given authority to take promptly sich action
~ \ a5 may be necessary to.serve the national interesty—_
T meet the needs of the public and the Government for el
\efficient and economical“telecommunications sexvice,
"and preserve the health 6f the industry. No consensus
VR s reachea on ‘the mast deslrabie sﬁrueture far the .

1 upon the initiative,af the firms invclveﬂ. But )
Committee believes that the FCC, which has the

v&r to change the industry's competitive conditions

agtically by authorizing new services and approving

‘or pmescrlblnq rates, shauld alsc have the pawer ta

pregsent, major industry restructéring is pr@hibitea
the antitrust laws and certain sections of the
C@mmun'catlcns Act. Therefore, the Committee recom-
ﬂhat thé Cangress now act ta remave such bars

Thi prauased ‘bill, a 6raft of Wthh will be subm;tted
! would authorize the FCC ég approve a plan
SubmittEn by the carriers for merger of any two or
more recdrd carriers, or th21r Eac;lltles, w1tb or

facilitied of AT&T, on a flndlnq that the publlE
1ﬂtEIéSt would be served thereby, "6/
\

Again, the concept of permissible merger had been advanced
before the Congress by means of the Committee report. The draft
legislafion which was to follow was not acted upon by Congress

~and major industry restructuring remained prohibited by anti-
trust laws and certain sections of the Communications Act. The"
majar reasons. for advancing the legislatioh had'béen the coneern

the llght éf 1ncr2351nq EDmpEﬁltan Df voice commuﬂlcatlans and
the impact of - satellite communications. 2/

D. President's Task Farce on Ccmmunlcaticns PQllég,(lBSB)

4 The need to develmp telecqmmunlcatlcns policy tontinued,
and on August 14, 1967, President Eyndaﬁ B. Jahnsogidellvered

a message to the Ccnngss in which he announced the appointment
of a Task Force on Cammunlcatlgns Policy:

& !
/
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"I am\appﬂantlng a Task Farsa @E disf

ngulshed

* -

I -

o W,

--Afde we making the best use of the electro-magnetic
frlequency spectrum? . / ;
--Hgw socon will a domestic satellite system be
/écancmlcally feasible? 7
. —sShauld a domestic satellite s fstem %E general purpose
o ‘or specialized, and Ehoulé tHere be mor-e than one -
N / system? . .
"~ --How will these and other developments affect COMSAT ’
and ‘the lntgrnatianal camﬁinicati@n carriersg?

"These are campléx questf;ns., Many of them are being
-presently weighed by .the Federgi Communitations
Commissign. But a long, hard look must also ba te

by all parties with responsibility in this araa*ﬁfar .
the ultimate ‘decisions ‘will work a revolution in the
E@m?unfeatlnﬂs gystem of our natiaﬁi

"This Task Force will examine cur éntire 1nternat10n§l
communications posture. It should investigate whether
the present divjision of ownership in our international
communications facilities best serves our needs, as.
well as which technology can meet new communication
requirements in the most effective and efficient manper.

government and nontgovernment experts

"The Task Force magiéétablish woxking
technical, economic and social questi

. H

"The Task Force should also determine
Communications Act of 1934 and the Co
Satellite Act of 1962 require revilsion! I am asking
the Task Force to report to me from time to time and
to make its final ‘report within one year."8/

The Task Farcé wa's essentially an 1ntérdépartm$ntal
committee (fifteen -departments and agencies of the federal
Government cooperated directly in the effﬂrt): backed up
by a recruited staff and contriacted private ;hdustry studies.

In regara to the organization of the United States
;ntEEnatianal communications industry, the Task Force stated
"of the various alternatives that have been suggested, formation
of a single entity for United States international transmission
seems the most effective organizing. principle of the industry”
'»fér the future."S :




\.. - __.. The final Task Force report . was submitted.on December 7,
) 1968, after the election of President Richard M. Nixon, After
- review by thé new administration, subsequent action was nat

*-  taken on the industry structure proposal.

E. - Office of Telecommunications PGllcy Industry _Structure
) aﬂd Relatea Studies (1975-1976)

5

Renewed cmncern over the structure c¢f{ %the 1nternatianal
télecammunlcatlens industry and the assglgaﬁpa regulato
process prompted the Office of Telecommuriuations Pallcy (OTP),
Executive folcé of the President, and thé Department of _
Commerce's ' Office of Telecommunications, Anélytlcal Suppart’
. Division, to perform studies relating’ t@ 1ﬂdu§;ry structure,.
) The major studles raferenced thraughgut this report 1nclu: :

o Eagartment of Commerce, folce QfxTélEQﬂmmuﬂlQat;QnS,“

d Analvtical Supgﬂrt Division . S

Analysis of AT&T's Overseas Services Ig:lud;ﬁq Cost,

of Providing” ‘Such Services :Its Eegulatlégfaﬁ’ N
Evaluatlan of ?Qagible Alternatlve Arrahééments hY

® Guy Black an&*A sociates . . o

Summary of the Maner oly and Ant;trust Aspects of
. the U.S, Ihternational Telecammunl:atlﬂngﬁinaustry

Richard Gabel '
Analysis of Existing 4nd Alternative Arrangements
for the U.S. International Record Communication
Industry Including an Evaluation of Theig\lmpact-
on Overall Industry Performance 55 . 3

™ Transgamm, Inc. ' : : "
An Ana ysis of Existing and Alterﬂat;vé Roles for

the Con unlcatlcns Satellite Corporation Within
the U.8.\ Overseas Telecgmmunlcatians Industry

e Transcomm, .Inc.
N An Analysis of Current and Alternative Regulatory
* Procedures for the United States International
Telecommunications Industry

L ,plumbla University, Frank P. Grad and
yaniel (. Goldfarb
Jovernmen t Regulatlgn of International
elecommunications

‘l'a\ wﬂ\l U‘

The variousg alternat;ve structure arfangements covered
in these reports are reviewed in detail in Chapter V. Régu-
latory and governmental alternatives discussed in the studies
are gummarized in Chapter VI. Other reports’are also refer-
- enced where supplementary information ;s appropriate or required,
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'B.  Development of Overseas Telephony . o

CHAPTER II .

INDUETRERL AND TECHNOLOGICAL DEVELOPMENT IN . 4

INTERNATIONAL TELECOMMUNICATIONS
A. ;Qaéggign“ N 2

The U:S. international telecommunicatiops industry
cah be defined as encompassing fhose firms which provide

" .transocednic.communications serices between the ngtinen=>

tal United States and points throughout the world includ-

ing Hawaii and U.S. offshore points. However, the U.S.

record carriers do not serwve Alaskai Canada, St. Eierref
‘Miquelon, Newfoundland, and Mexico.Li/ This chapter. provides *
the historical development of the international gpmmon

Garrier industry and reviews the major technological
.developments influencing the current ‘industry arrangement. .

" This present structure is marked by a segregation of

voice and nonvoice (ra;grd) telecommunications in ‘the

“ocustomer=services area, and-the-cable and satellite

dichotomy in the transmission-media area.

e

7 American Telephone and Telegraph Company (AT&T)

became the sole supplier of overseas telephone services for
tne United States Mainland largely due to its position in
the provision of domestic voice service. By the time

radio telephony made possible international voice communi-
cations in the 1920's, AT&T had'become the predominant
common carrier engaged in furnishing message telephone

and private line services in the U.S., and it yas an ex-
tension of this domestic service which made AT&T the single
voice carrier of international telecommunications.,

L. Development of AT&T

\ Unable to sell his patent, Alexander Graham Bell
along with several others established the Bell Telephone
Company. After declining to buy the telephone patent,
‘'the Western Union Telegraph Company soon recognized tele-
phony.as a competitfive threat. "..,[I]n 1879 a settlement
between the two was signed, leaving telephony to Bell and
telegraphy to Western Union, effecting a duopoly* in the -

telecommunications business and formalizing the separation

fAfﬁééhﬁiééllj;éoffeéﬁ definition would be a bifurcated
market (AT&T providing telephone gervices and WU providing
‘telegraph services). '

11
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. of modes."2/ 1In 1899 AT&T become the parent company of
the Bell System and as such the virtual domestic tglephane
monopoly. This monopolization was so effective that i
1912 a group of independent campanles protested teo the
Justice Department tnat AT&T was in violation of the
antltrust laws. 'this faellng came to the forefront because
‘of Arsr's .successful efforts in acquiring many amall
independent telepnone .companies as well as the operating
cantral of Western Union Telegraph Company, and beckuse
of AT&T's alleged- unwillingness to physically inter-
connect its facilities with those of independents. 1In
1913, the Interstate Commerce Commission (ICC), acting
under the conditions of the Sherman Antitrust Act, began

» an investigation into whether or not AT&T was attempting
to mQﬂ@p@l;Zé communications in the United States.

The issue was resolved by the Klngsbury Commit-
ment. of 1913 in which AT&1 agreed to dispose of its
Western Union stock and operating control, to purchase

e~ —RO-MO¥S 1aé2§énéent—te}eph@ﬂemeﬁmpanLes” and to make
prompt arrangements for all other telephone companies to-
Secure toll service for their subscribers over Bell
company lines.3/ This agreement with some modifications,
such as the ability to acquire independent telephene
companies with ICC approval, became formalized in thé
Willis~Graham Act of 1921, and ultimately in the Communi-
cations Act of 1934, Section 221(a). The telegraph-tele-
phone separation which began in 1879 was preserved and
astrengthened througii this action.

2. Q j lcpment of Overseas Transm;ss;an Telephony

The invention of radio created a new pathway for

. common carriers, paft;cularly telegraphy, and it was
developed immediately. . [Bly 1515 the American
Telephone and Telegraph - Campany succeaded in transmitting
speech signals from Virginia to Paris, thus showing
radio's capacity to handle either voice or message trans-
missions internationally, whereas the cables could carry
only narrow bandwidth telegraph messages. By 1927, AT&T
introduced transatlantic radio tplephone service commer-
cially, charging $75 for a three~-minute call. "4/ This
transoceanic telephony service was 50 successful that by
the late 1940's and the post World War II expansion it
became apparent that better quality and higher numbers of
circuits were needed fgr overseas service,

12
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, on the technical side, the development of the
two major-pathways of modern overseas telecommunications,
the voice-grade cable and the communications satellite,

-was_ accomplished in the 1950- 60's., (For discussion of -

satellite technology, see Section D.) In 1956, AT&T and
the British Post Nffice laid the first transoceanic
voice-grade c¢able batween Scotland and Nova Scotia capable
of transmitting thirty~six simultaneous telephone conver-
sations.; Instead,of accammadatlng demand, demand for
telephony grew at a very high percéntage, ¢reating a need

for additional and larger cable systems, The advances of

woiece-cable technology is represented in each generation;
the current trangatlantic TAT-6 cable system consisting of

4,000 voice~grade cirguits is an example., In summary, AT&T

is the sole commeon carrier providing U.S5. mainland overseas
message and leage telephony. 'Table II-1 provides a ten-vear
summary of AT&T's overseas revenues and its growth through

1975. &

Qé§ irgment mf QVEISEaS RéCOId SEIVlCe

7 Samuel F.B. Morse sent the first telegraph message,.
"What hath God wrought," between Washington and Baltimore
on May 24, 1844. Morse offered his telegraph to the
government for 3100,000, but the Postmaster General re-
fused the offer since it was™ "uncertain that the revenues
could be made equal to its expenditures." Telegraph -
was thus destined to be developed, "as a private, rather
than governmental, enterprise, the congeguences of which

. very much affect -the industry and the governmental control

over it even today."W'

1. Devaglopment ¢f the International Record
»Industryfnarly Cable _Technology
Wy

"The suwseguent growth of the telegraph industry
was very rapid. FPifty companies were using Morse tele-
graph. patents by 1851, the year in which the Western
Union Telegraph Company was chartered., A& telegraphy *
represented the first practical application of electricity,
50 Western Unjon, soon to dominate the }ndustry, would
become the first nationwide monopoly. "6/ With the develop-
went of underseas cable techology, telegraphy became a
means for international telecommunications. In 1866, the
British-controlled Anglo American Telegraphy Company aided
by an American, Cyrus Field, laid the first permanent
operating unﬁer$aas vable extending from Ireland to
Newfaundland@% Western Union entered the sphere of cable
and overseay operations when it leagsed the. first American

a

13

3 4



- TABLE II-<]

ATST OVERSEAS REVENUE (000)

YEAR MESSAGE % GROWEH . . PRIVATE LINE
196% & 84,523 - $ 9,475
1966 - 106, 760 262318 | 9,219
1967 120,075 12.57% 8,787
1968 145,802 21,433 8,657
T 1989 195,347 ¢ 33.98% : 9,223
1970 . 213,777 9.43% 8,449
1971 247,701 15.87% 6,341
1972 308,176°  24.41% - 7,620
1973 373,014 " 21.04% - 7,232
1974 441,137 18.26% 6,123

1975 502,402 13.88% 6,321

SOURCE: AT&T Report pursuant to Section - 43.61 of
: Federal Communicatlons Commission Rules




owned transatlantic camles financed by American Telegraph~™
and Cable Qompany in 1881 and- 1882. ° These and subsequent
cable vertures led to fierce competition with the charges
fDr publl& message services fa lifg from $100 to $10 for
20 wards” 0r 50 cents a word.,S

&,

John Mackay and J. G. Bennett formed the
Commercial Cable Company and built an additional cable

between Ireland and Newfoundland in 1884. This new ‘ e
Company, however, lacked landline connections and SEIVLCE,
in the U.&. for its transoceanic service. Commercial, o
faced with a choice between bulldlﬂg its own dcm&stli §%
o

telegraph system or paying a highly grahlbltlve price to é;f}

western Union for lntarc@nnectlan, chose the former course ﬁi?
‘of actionm and acquired the Postal Telegraph System for. .
domestie¢ service in 1897.2, These types of international
arrangemeants for telegraph existed for approximately 20

years oxr until the coming of radio telegraphy in 19290.

. 2. Radio and the Development of Internatiomal
: Record Industry , \;

‘The commercial development of - radiotelegraph®
began shortly after 1895, when Marconi first demonstrat®ed
that intelligible electrlcal signals could be transmitted
tnrodgh sgpace without thHe aid of connecting wires. n10/

Until the vrganization of American controlled companies,
all commercial wireless communications in the U.S. were
carried on by the American Marconi Company, which was
controlled by Marconi Wireless Telegraph Company, Ltd.
(Bristish Marconl) However, "Until World War I,...trans=-
oceanic radld communication was for the most part unsuc-
cessful becvause of the lack of efficient transmitting and &
re:elv1nq equipment... thus radio communication companies
confined Ytheir operations primarily to ship-to-shore \
service. "4/ It was World War I which spurred the develop-
ment of radio. The Government control over the patents of
the Alexanderson alternator.and the DeForest tube offered
the solution of efficiently %enerat;ng and receiving
continuoud electrical waves., Thus, the age of interna-

. national Had;g Cammunlcatlans had begun

The Radio Corporation of America was incorporated
in 1919 ag an Dutgrcwth of the patent controversy and the
U.S. Government's deslre that U.8. radio cammunlaatlons
should be whder U.S. control. Prior to the development
of RCA, the ﬂrltlsh Marconi Company (foreign owned) had
-sought to purchase the patent rights of the GE- ~developed

Alex%ﬁahrﬁmn alternator but with its lncarparatlan, RCA

15 \




.. had obtained these rlghts. By 1920 RCA had establlshed
direct radio telegraph circuits between major overseas '
‘paint’s, and by the mid-1920's, appeared as formidable
ﬂcmpetlt;an to the cable talegraph carriers.’

. : ”...Competl tion’ between cable and radio was
'Qans;déred very important (and encdouraged) during . the
1920'5.&2/ In establishing the Federal -Radio Commission,
the Radio Act of 1927 .and_later the Communications Act of
1934, Q?gress even exhibited a protective attitude'toward
rad;é.;w In 1927, MacKay, a holding corporation for ~ '
Commercial Cable and Postal Telegraphy Companies, proposed
to enter the. interrational radio communicatiohs field’
with a coordinated system using both'radio and cable.
MaecKay argued that -because RCA faced no competition within
radio itself, apprévai‘af their appllcatlﬂ? would p:ov1de
campet;tlon ta RCA and prevent monopoly - With today's

’hlﬂdSlght, it is clear that hav1ng granted Mackay, now ITT
-Worldcom, the. cppcrtun;ty to take advantage of the new
radio technology  saved that comgany from bankrupteowy.

. RCA subsequently offered service ‘over both cable and HF
- radio, facilities, and is- presently known as RCA qubcam

Flnally, Western Un;@n Téleiraph fac;ng competi~ -
t;cn ﬂomegt;cally from Postal Telegrhph and internationally
from the radio carriers, was in poor financial standing.

By lSéB,,LQng:ess enacted merger: legislation to permit
Western Union to acquire Postal, which' itself was almost

. bankrupt. - This consolidation" had a direct bearing on ‘
international :ommuh;catlons because WU was required to:
divest itself of -all international telegraph operations

and fac;lltles.; This -sale of Western Union's.Jcable
perations was completed in 1963. Western Union Inter-
ational (WUI), an entirely 1ndependent cérgcratlan, pur-=-

“chased the ogeratlgns and became.the "new" international

" record common. carrier. R T
. ‘ 3. Iﬁternatlonal Ré\kid IndustryaToday ' "y

The tnree major 1nternatlonal record carriers
%“(IRC s) by volume of business and revenues are ITT . World,;
“ Communications, IEF" RCA Global Communications, Inc.,’ and
Western Union International, Inc. The remaining recard
carriers can51st of TRT Telecommunlcatlgns, Inc. (TRT), -

'Frernich, TeLearaﬁh Cable Fampany (FTC) , and the U.55=L;berié
-Radlo Cargorat;on (USLR) Bath FTC'and USLR are very

”to zerva Eartlcula: cgmmunlcatlons neeésg, ;RT has begame

P
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-the fgufth largeét'intérnaticnai:c@mmén carrier, expanding
operajy/ions in 1972 to points outside its traditicnal market
‘areas™of Central and South America. e ! "

The principal IRC services include: telegraph
message services, telex (switched teletype), leased
telegraph, leased alternate-voice data (AVD), facsimile,
data television transmission and reception services, and
radio-coastal telegraph service.. Prior to the mid-1960"'s
‘the principal component of IRC revenues had been telegranh’
message service. Today .the industry achieves nearly 60%
of its total revenues from telex service (1975). . ’

- Today, the IRC's long-haul transmission to various
overseas destinations is provided by submarine cable and
communications satellites. Radio has been relegated to,
- the provision of mobile services. " The-telegraph cables
-+ described earlier have been replaced by the voice-~cable

- technology developed by AT&T. Through an FCC ruling, the
- IRC's have the opportunity to buy ownership shares in
‘these cables based on each carrier's present and forecasted
circuit utilization. .Although their control on future .
facilities planning, development) and investment wag
sharply curtailed and left very much dependent on AT&T,
the IRC's have gained a guaranteed share in AT&T's tech-
nology which very impdrtantly .is incldded in their
respective rate bases.l6/ ' '

i

X Figures for IRC tatél industry revenues are growth
are presented in Table II-2. - L

‘D.  The Creation of COMSAT

.~ Congress created the Communications Satellite

Corporation by the Communications .Satellite Act of 1962.

. The corporate structure of COMSAT is best described as a
'cOmgramise'bétwgen private industry and government entity
forceés. The legislation segregated ownership.and operation

of satellite communications from that of cable. "Thus,

" the Act followed ‘a pattern of fragmentation within the

U.5. telecommunications industry that had a venerable

History."17/ SR o ’

1. The Organization of COMSAT

a. 'Internal Organization -

C The 1962 Satellite Act assigns special
and unique missions to the corporation which include:

17
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e maBIE IT-2
RE\EENUES FRDM DVERSEAS RECORD QDMMUNICATLDNS SERVICEg
' 1953~1975 . L .

_(Sa%écted Ye;zs) ’ ,

($ MILLION)

YEAR . MESSAGE - TELEX ' PRIVATE LINE
1953 § 42,5 $ .6 8 3.7
1955. ‘46,6 - l.2 " 4.8

1957 . 50.3 2.8 . 6.0

1965 50.6  §;;3" . 2042
1967 49.8 33.7 313
1969 | .. 53.8 o _;Sslg 5 J 4504 o,
1971 ‘Vif 49.2 725 52.0 "
1972 44.8  88.3 Lo 57.7 -
1973 " 47.6. .:‘11556 628
1974 os2.3 . 1427 o e

1975 42.5  ° 163.4 169.2

.!’

SOURCE: ‘FC.‘C Statlstlcs of Camunlcatlpns CE)mI’anl
‘Carrlers, Table 25, 1975 ' .




"...to establish...as expeditiously -

as practicable a commercial’ communi-

_ cdatione satellite system, as part of an ..

T "~ improved global communications network,..

(Sec. 102(a)); o : -

.. "To direct care and attention 'toward ' .
. providing such services to economically
' _less developed countries, and areas...'

~° (Sec,.102(b)); and - o

"To reflect 'the benefits.of this new

technology in both quality of services

rand charges for such services.'. :

"(Sec.” 102(b)). = .
"Without any commitment of gupport from
other entities, domegtic or foreign,

- COMSAT was required to develop the

" satellite system."18/ . o

* [ Parallel development of medium altitude- and
synchronous systems was contemplated since. it was not o
apparent at that time which system would be desirable. Thus,’
.the capital investment for -the ‘'new company was approximated

7

-at - $200 million and as a consequence, in May 1964, there was -

a stock offering of 10 million shares at $20 per sharé. (The ;o

subsequent decision to use a synchronous system resulted in
- COMSAT's overcapitalization.) The international common .
. carriers wexe allowed undér the Act to purchase 50% of the.
‘ ‘total sharégkaffered: AT&T purchasing 29%, ITT 11%, and, the.
' rémaining 10% spread among various other carriers. The . . |
remaining’ 50% of the shares was acquired by approximately
#$130,000 members of the géneral public. Since that.time, the -
IRC's and AT&T have divested their stock ownership. In an
~initial two-year period, COMSAT had established 4itself, had .
~ capitalized, and had undertaken its mandate to develop a
global satellite system. . R
, COMSAT 'GENERAL, -a wholly-owned COMSAT subsidiary, =
was organized in 1973 to carry out certain corpprate programs
which were not a part of INTELSAT. The two major programs .
of COMSAT GENERAL in the international arena are. the ship=- -
board communications system, MARISAT, and the aircraft
communications system, AEROSAT. : : : .

b« Intérnatianal<Arraﬁgementé S L - L

On August 20, 1964, the Agreement Establishing
Interim Arrangements for a Global Commercial Cammunications .
System was signed by 11 signatory countries, growing to 45
by miq—lSSSE' ' ’ o




[N
S , "The interim arfangéments addressed anly
' "~ the space segment, which includes ‘the .
communications satelliteg, .the tracking, _
telemetry, command, and related facilities -
and equipment required to support.the ' =~ ~-
operation of the cdmmunications satellites.
. During the ‘term cf the interim. arranqementg,
...(each signatory)...financed and owned
. the space segment of the global satellite:
system. COMSAT's original ownership share
L in INTELSAT was 61%. COMSAT was designated
N ‘. to act as the Manager of INTELSAT under
C the interim arrarigements. In that capa-
'c;ty, COMSAT was respénsible for the '
research, design, develnpmént, construc-—
tion, establishment and ggeratian and
maintenance of -theé space segment of the‘
glgbal Eatélllté system."lS/

After cgnsideraple ;nternat;qnél;neggtiatiGhéf

"the definitive arrangements became
o : effective February 12, 1973. . Like the
SE e Interim arrangements, theY are composed R
et . of two separate but reldated international
T ' agreements. The first -~ 'Agreement ,
Relating to the International Telecommuni-
cations Satellite Drganlzatlon (INTELSAT)'
{the. 'Agreemant ) == is between and among .
governments. The’ seccnd -=- 'Operating
. Agreement Relating to the International’
: Telecommunications. Satelllte ﬂrganlzaticn
‘ - (INTELSAT)' (the 'Operating Agreement') "
is between and among ‘the actual Lﬁvest@rs
'and participants in- INTELSAT, wh;:h may
.be either the government's party to the
- . .Agreement or telecommunicationris ‘entities,
SR . public or private, designated by these
: T  governments.. COMSAT was designated as
= . . the U.S. Signatory for the Dperatlng
S ‘ Egreement. : : ,

SR S "The "definitive arrangements create a
- structure for INTELSAT consisting of:.
: _ (1ﬂ\an<Assembly of Parties; (2) a -
R Meeting of Signatorieés; (3) the Board
*  of Governors; and (4) an executive organ
responsible to the Board of Governors.

. sThe basic province bf- INTELSAT continues
SR tc ‘be thé spa@e segment, and the flnanclal




S arrangements cantinug much as they _
' . -~ , ! were under the dnterim arrangements.
. : ‘A major exception is that a mechanism
' "is included to insure that investment
"will be more closely related to actual
uge thrcugh annual adjustments."zﬂ/

_ ‘While CGMEAT '8 awnership share is still the
»1argest of any Gther user, it has now dropped to near the
28% level. : . :

) o L CDMSAT still provides  technical and @Qeratlalal
management services under the terms of a Management Sérvices
‘Contract for the period from August 1, 1974 to, February 11,
1979. However, effective December 31, 1976, .

"Thefbirecta: Géneral will. become
D ) directly responsible. to the Board
AT .  of Governors for the performance of
' all management functions, (and) [als.
a consequence, the Management Services
Contractor (COMSAT) will no /longer be
directly responsible to thegéaa;d of .
, Governors, but will -be responsible to
) the Board thraugh thé Dlrectgr Genéral "21/
"CDMSAT is g@mpensatéd far its services
at $500,000 per year plus 14% return on
capital emplayéd in these sefvices.
Afté the Explratlén of .the management .
"services: contract in 1979 the Director -
' @eneral will contract w;th one or more
~entities -for: these technlcal and opera-.
tional services to the 'maximum extent
practicable.' ' Thus, . there is no assur-
. ance that after February 1979 COMSAT
will have any special role in INTELSAT
d;fferent from that of cher Slgnatorles "22/

:éi Develgpment of Satéll;te TeahnDngy

: + The Early Bird synchrancus satelllte, s;milar tc
\ the earlier Syncom spacecraft developed by NASA, began to
- supply the world's first commercial satellite service in
‘June 1965, The 240 voice-grade circuit capacity of this
satellite, launched by a DDD—develcped vehicle, increased -
" by more' than 50% the then existing total teleph@he capacity:
across the Atlantic. The next satellite series, INTELSAT II,
" incorporated a ‘multiple-access approach' and provided the
first Atlantic and Paclf;c Oceans reqi@n céverage starting
in 1966 23/ . )

jé- - . o N 21 . v .;




The thira qeneraticn of satéllites, INTEL%AT IIT, .
bega' DFeratiQnsvin late. 1968, and in early 1969 became the
satellite to provide service to thé Indian Ocean region .
= "thereby ‘completed the initial qlgbal coverage contem- i

pla'e& by ths-Satellite Act "24/

: ) Curfently, INTELSAT v and IV-A satell;tes prév1de _
service in’ the system. This 1attaf,gene:ati§n of satellites .
is a modified, higher- capacity versionof the INTELSAT IV

series, with a nominal capacity of appraximately 6,000
-+ ecircuits and a design life of seven years. , 'The cuzrent _
. .global network ofi INTELSAT is built around Eight satellites
., over the three ocean basins serv;ng 150 Earth statigns in '
over 80 cguntries. . :

W;th the 1ntrcduct1an af satelllte techn@laqy, the
internatignal Vbice and' record. carriers could provide direct
y routes previgusly not served by cable systems,
and ¢ ajority of routes provide @ transmission choice
between cﬁbles and satell;tes.; CDMSAT s r@le ln prav1dlng

carfier thraugh the leas;ng iny af the;: Eatelllte clrcuitry
to AT&T and the IRC's; i:e., a wholesaling function. During
1975, COMSAT received $130M from these common carriers. It
is important to realize that the amount of rEVEnueg COMSAT
obtaing is directly dependent on:the U.S. carriers’ utili-
zation of clrcuitry which isg: itself markedly influenced by
- FCC policy on cable/satellite utilization. These issues
and inte:s:alatignghlps are discussea in detail 1ater in
this repart. . :

:
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CHAPTER IITI
CURRENT REGULATORY AND OVERSIGHT ENVIRONMENT .

=

‘AF” ;ﬁﬁrcduﬁtiQn,‘

1 This chapter summarizes the statutory background
surrounding. the international communications. industry and
identifies the U.S. Government agencies charged - with the
-comprehensive- oversight 'of the industry. The regulatory )

- process its€lf, and specifically the interpretation of the -
~law which has evolved, is examined to provide ‘a complete -
- plcture of the industry and its regqulation. Interestingly,

- very little statlutory law is concerned with the regulation

of the international telecommunications. industry. o

-+ B. - Statutory Bacqucund1rfii~
- In the ;Slﬂazo'périad,vtelephghéfana.telggraph
-sérvices in the United States were .brought under the requ-

~ lation of the Interstate Commerce Commission as public. ’

utilities.l/ 1In.the' early era of: international telecommuni-

cations, two ‘important pieces oflegislation were adopted;
the Cable Landing License Act of ‘1921 -and the Radio Act of.

1927, . : B : ' ‘ : S

: - . The Cable Landing License Act of 1921 {also kndwn as
‘the Kellogg Act) established the-license requirements for

.~ the landing and operation-of any submarine cable connecting -
- the United States with any foreign country,. specifically

giving this licensing authority to the President.2/ ,_In .

1954, this Presidential function was delegated to the FCC,
with the State Department reserving the right of priox.

‘approval for decisions on license grants or revocations. 3/

" The Radio Act of 1927, later 'incorporated into the
Commupications Act of 11934, established Government regu-
lation over all uses of the radio spectrum.* ‘In the. field '
of international telecommunications, the 1927 Act pro- =~ .
hibited the merger of radio carriers with cable carriers,
if the purpose or effect of such merger was to.substantially
- lessen competition. In this singular way, the Congress had
created a policy of éncouraging-competition between the two |

-

‘technologies of that time, radio ‘and cable.4/"

*The Federal Radio Commission, predecessor to the FCC, was

- created to administer the Act of 1927, but a wide range of

‘Government agencies was involved in the regulation of
communications. L
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o The Radic Act soon pravaa inadequate, partly baaausa "
" of its limited acaPap lack of paraannald Congregsional
gupport, and foreign resistance to the concept of gompatitian.
~+ President Frankiin D. Roosevelt appointed an interdepartmental
committee to raﬁiaw the entire subject of radio and communi-
cations, and “the proposal made by this group formed the basis
for the. cfaatian of the FCC in the Fammunlcatians Act of

. 1934, 5/ .

. The Act af“1934 aat out’ cartain braad pailay qﬁals which
sinclude: o _ (R _ R -

ey

N . . L

_"Fcr tha purpaaa of regulating interstate and
foreign commerce: in communication by wire and radio
so as to make available, so far as possible, to all
the people of the United States.a :apld,faff;ciant '
Nat;an—w;da, -and warlﬂ?wide wire and radio communi-
cation service ‘with adequate faCLlltlES at reasonable ,
_ chargaa, 'for the purpose of the national defense, for
the purpose af promoting safety of life and property .
 through the use of wire and radio communication, and
for the purpose of securing a more effective execution
- of .this policy by centralizing authority heretofore
~granted by law. to several agencies and by granting
. additional autharlty with respect to intergtate and
faraign cammaraa in wire and radla aammunlcatian...ﬁf

: .Wh;la this lagialatlan did little to altar the - ;nters
_‘national telecommunications industry, except to prQVlﬂe for
a more formal supervision, the: ‘amendment  to tha Act during
“World War II was meaningful in both a structural and regu-
latory ‘senseé. This 1943 amendment legislation (5act1an 222)
was axpraaaly ‘written to,provide for the merger of the .
domestic' telegraph carriers, Western Union Telegraph-Company
and, Postal Telegraph Company. The creation of a monopoly
in the domestic arena, necessitated some discussion in the-
Act for, the interface with the international carriers and
definitions of each type of carriers' services and opéra-
tions. ‘Ironically, Section 222 became a principal.section
of the Act which specifically addresses international
telecommunications. It provides for -the exit of Western

- Union from international communications, the establishment

. of a distribution formula for unrouted record telegrams and
‘a "gateway" cities canaapt which remains even today. The
gateway cities concept limits the IRC's to the pickup and
delivery of averaaas messages ln one af the flVe U 5.
gataway :;tlas.- .

R Tha mast racant 1ag151at19n affactlﬂg ;ntarnatlanal
telecommunications is the Communications Satellite Act of ~
1962. As previously discussed,: the Act daalaréd_tha U.s.




pclicy of establishing in ccnjunétign gﬁﬁ“ﬁtcperation with

.other countries, a global commercial-communications

satellite system (known today as INTELSAT). The Act'deals ,
specifically with the regulation of the U.S. satellité entity

* . (COMSAT) -and. deema COMSBAT a common carrier, subject to the
- applicable provisions of the Communications Act of 1934 ‘and-

special additional ‘requlatory provisions. . The statute div1des

" functions among -the President, FCC, the State Department,.and

for technical matters, NASA, 7/ However, the guestion of

"Earth staticn anershlp was effectively. sidestepped in the

_"In determlning thé publ;c interest, CQnVEnlEDCE,
-, and necegsity the Commission shall duthorize the
1 =éanstrucilén and’ operation of such stations by
' communications common carriers or the cargcrat;am, ,
- without: preference to either."8/ :

C. }Regulatory’Prccessxﬁ S B J;f,, ' -,f}

' “ The FCC was established by the 1934 Communications ‘Aot

‘as the U.S. ‘governmental body responsible for. the regu~

lat;@n of both domestic and- international telecémmunicatlans

_service., . In discharglng its duties, the FCC. plays a ma]@r

- role in facility approval and the rate-determination process,

and shapes the industry through its various regulatory

: rullngs and interpretations 6f the 1934 "and ‘1962 Acts. . .

Listed below are a number of s;gn;ficant decisions which

-highlight the regulatory process for the international

ccmmunléatianﬁindustry 51nee ‘the Radio Act of 1927

1. Eatly Regulatgry Effarts (1928 1953)9/

a.: Dual Circuit Pmllay (1928)

In ap§1y1ng this’ pﬁllcyx duplicate parallel
circults between the United States and most of the impor=- -

- tant cauntriés in. the world were authorized to two or more

© ~radio carriers with the' intention of ebtainlng for the
"public the benefits of campetlt;ve service.

#

b. Dslé Qasa (1935)

This case establlshed the gr@und rules under

which apgrcval could be secured for proposed new radio
“¢ircuits, If facilities consisted of cable circuits- Dnly,:

a new radio circuit c¢ould-be approved. If both cable "and o
radio already existed, a new radio circuit. cobuld be authmrs
1zed i€ fate :eauctians resulted, . :

GO
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@¢. License Corditioning (1942).
LT " This policy incorporated the requirements of
'~ 'the 1935 RCA Consent Decree banning exclusive contracts as
" a basic part of the licensing process. In short, a carrier's
-operating agreement with foreign entities. could not produceé
4 preference or tend to create a monopoly of -communications
; services., . - ' ; N S s

,d-f Tﬁféé E;fcﬁits Case_(l946519§3)'

o ' . In 1946, the Three-Circuits case developed in
whic¢h the court, .in FCC v. RCA Co., 346 U.S., 86, 98(1953),
. overturned an FCC rullng that would have provided.for the
-, authorization of service in competition with another ‘
‘carrier's existing service. The court maintained that the
Communications Act did not require the authorization of . ,

' competitive facilities unless the FCC finds that "competition -
would serve some beneficial purpose," such as good service
or its improvement. Subsequently, the FCC issued a decision

- establishing the policy that competition is desirable if it

“will serve some public benefit, and it may therefore be per-
mitted where fddsible.l0/ - E o ‘ |

2. TAT-4 Case (1964)
In the TAT-4 case,'the FCC refused authority for .~

AT&T to provide additional alternate voice data service, = .
and the exclusive service rights were given to the intex-

~ “national record-carriers. - The deeision.also provided for. .

" ownership rights forthe IRC's in TAT-4 and future gub="
marine cable systems as opposed to a leasing arrangement
which previously applied. Importantly, investments in
submarine cables were now elements of-the IRC'S rate base,

£

3. Authorized user (1966) K e ,
' The FCC ruled in the Authorized User decision that..

. COMSAT is primarily a carrier's carrier, 'and that in’ : :
ordinary circumstances only terrestrial carriers could pro- & .
vide satellite ser¥ice to consumers (through COMsAT) . o
COMSAT therefore could provide direct service to authorized.
users only in unique or exceptional. circumstances. : Thig: ' .-

~ decision immediately became .a subject of controversy since
Section 305(b) (4). of the 1962 Satellite Act authorized. o
COMSAT to, "contract with authorized users, including the
U.S. Government, for the services of the communications.
satellite system.", o T




=

4. ghygty Circuits case (1967) -

.~ COMSAT was denied authority to provide.30 private
line cirquitsg directly to a customer, the Départment of ..
Defense.  In thig decision, which was ih effect a reconsi-
deration of puthorized User, the retail carriers were ‘

- ordered tg reflect in their rates for service any economies -

~ Composite rates reflecting both cable. and satellite facil~
ities yesylted from this case. ” Sectian 201(c) (5) of the

- 1962 Act gfates that the FCC shall, "prescribe suéh account-
© ting regulgtions and systems and engage in such ratemaking

'« procedureg g will insure that any economies made possible.
by a commgpications satellite system are appropriately re- -

s

" made avajlable to' them through the -ledse of satellite. :
‘circuits- from COMZAT. While there appeared to be a specific

lack of redard for Section 305 of ‘the Act- in‘the identifi~
cation of authorized users, another section became prominent:
%

al

flected ip rates for public communication. serviges."

‘are requiyed, This was the first case where "proportional
£ill" of ¢able and’satellite circuits was ordered. ' :

5. Egéggg‘IslénﬂsgCablezPuerﬁQ Rito Earth Statiéﬁv

CaNe (1967) !

i s

) . v;cancﬂrrentAapplicatians;fqr both submarine cable
and ;earth gtation construction to Puerto Rico/Virgin
Islands wer® suthorized as being favorabl® to the public
interest, ¢onvenience, and necessity.  The traffic demand.
studies uged to demonstrate the need for both facilities
subsequent 1y proved to be inflated in the yvears that

- followed tpe grant. The FCC indicated that advantages in

diversity shd Spare capacity. and the U.S. commitment to a. .
global sategllite system, showed that both satellite and
cable shoyid pe gsed'ccncu:rently-when'aﬂditi@nal‘facilitieSf“

6. zggzg;sassgtlgﬁé) - R -

The FCC aﬁ%harized~a £ifth transaélaﬁtié'cable

but at the Sameé time required specific proportional. fill
" of cables gng satellites between the U.S. .and participating
countries, The FCC also attached 25%, 15%, and 10% rate

reductiong for telgphaﬁe,:teyéx, and telegraph respectively
to its autpOriZation of the cable."These FCC conditions...

~ representad the first (and only) instance of FCC directly

telling foreign correspondents tow to conduct their business."ll/

#

f;?. ,QéﬁgEggﬂé'Qtd%£ ﬁ;?75}: A ‘ . ; ;
- The FCC found that the entry of AT&T into the inter-.

national syitched-data market would be in the public inter= °

est, proviged that such service was transmitted over AT&T's

& N - L
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sxlstlng message telephone ssrv1ss (MTS) network. In dofﬁﬁ
so, the Commission required that AT&T provide the IRC's
-interconnection with ‘the domestic telephone network so

that they could also offer convenient switched-data services
higher .than .50 baud. IRC litigation and .the difficulties
encountered in arfanqlng for 1ntsrcsnnsct;on have dslsysd
this serv;cs.;gj

8. Authorization of NswAEntssn}s (1977)
g . During 1976, two domestic carriers, Graphnet
Communications, Inc. and Telenet Communications Corporation,
filed for FCC authority to ‘provide new data services inter-
nationally. Graphnet spught authority to extend its domestic
facsimile network to international points, and Telenet s@ught
to extend its domestic packet-switched data network to the
- United Kingdom.l3/ The Commission concluded that both .appli-
cations should be granted as they would provide users with
. the kind of data communications capabilities which were not
being provided by the IRC's on a cost effective manner.
Moreover, the Commission determined that public benefits
accrued would offset any potential adverse economic impact
on the IRC's. ;

: dﬂ tlon, the FCC ruled that Grap, 1et and Tele-
net did nct %sll within the definition of "intgrnational
carriers" since their domestic revenues would #Montinue to
exceed the new revenues from their internation: services.
Therefore, the géographical limitations of Section 222 were
not applicable to these two carriers. At the gressnt time,
it has been nssssssry for the specialized carriers to
provide their services in conjunction with the IRC's.

H\

While the FCC is the regulatory body responsible for
international telecommunications, there are various other
J.5. Government agencies concerned with international-
telecommunications. This list includes the Office of
Telecommunications Eollcy (OTP), the Department of State,
“the Commerce Department's Office of Telecommunications, and
a variety of others lnsludlng the Department of Defense

and NASA whD have vsry unlque lntsrssts ln ;ntsrnat;snal

‘C:‘ =

tschnslogy assessment The FCC as an 1nﬂspsndsnt rsgu—
;atory agency is responsible to Congress, while the other
agencies listed above have a primary responsibility to the
EPre31dsnt. This section of the report descéribes the main
agencies and offices involved with and contributing to
international telecommunications.

To list the former outdated agencies, the Board of War
Communication, President Truman's Office of Telecommunications




Adviser, the Office of Defense Mobilization, and the Office
cf,Telec@mmunicatiﬂns(Maﬁagementq illustrates that there
has always been a need for advice to the President on tele-

nee
communications policy.l:

™~

1 : !

The Office of Telecommunications Policy is one current
executive office concerned with international telecommuni-
cations as set forth in Executive Order 11556 of September.
9, 1970. These responsibilities include:

"(a) Serve as the President's principal adviser on

telecommunications.

"(b) Develop and set forth plans, policies, and
programs with respect to telecommunications that .
will promote the public interest, support national
security, sustain and contribute to the full develop-
ment of the economy and world trade, strengthen the
position and serve the best interests of the United
States in negotiations with foreign nations, and
promote effective and ‘inhovative use’ of telecommuni-
cations technology, resources, and services...,.

"(c) Assure that the executive branch views are .
effectively presented to the Congress and the Federal
Communications Commission on telecommunications policy
matters. _ .

"(d) Coordinate those interdepartmental and national
activities which are conducted in preparation for-
U.S. participationgin international telecommunications °
conferences and negotiations, and provide to the
Secretary of State advice and assistance with respect
to telecommunications. in._support of the Seecretary's
responsibilities for the conduct of foreign affairs.
"le) Coordinate the telecommunications activities

of the executive branch and formulate policies and
standards therefor, including but not limited to
considerations .of interoperability, privacy, security,

spectrum use and emergency readiness.

31
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"(i) DéVéle, in Eceperatien with thé Féﬂéfal
(. lan far 1mpraved”ﬁanagement of al; elactrgmagnetlc
sgectrum resources.

A (3) Conduct and coordinate economic, technical,
and systems analyses of telecommunications policies,
activities, and Dppartunltles in support of assigned
resp@nsxbllltles.

"(k) anduct.s;udies and analyses to evaluate thée
impact of the convergence of computer and communica-
tions technologies, and recommend needed actians to
the President and to the departments and agencies."

!! L] = & .éf’?_, ‘ﬁ =

In addition, OTP is’ charged with the Presidential
functions incorporated in the 1962 Satellite Act by
Executive Order No. 11191 of Japuary 1965. These duties -

include.a continuous review of all development and oper-
atlonal phases of a global: satalllte ‘system.

Certaln suppart functléns f@r OTP ‘namelg research
and analysis, are performed by. the folce of Telecammun1=
cations, Department of Commerce.

0f the other executive agencies mentioned with inter-

national communications roles, the Department-of State,
through its Office of International Communications Policy, -
exercises functions which are directly related to its

- general’ obligations in ‘the foreign policy and- foreign re-
lations fields. The State Department has- also been dele-

,A;gatedfthe—EEes;dant;al foreign-relations functions estab-
lished in the 1962 Satellite Act, and the cable landing
llEénSE pﬂwars of the 1921 Act.

Another majafﬁanleement of the State Department is
its participation in the International Telecommunications
Union (ITU) and the technical units of ITU, such as the
International Telegraph and Telephone Cﬂnsultatlve Cgmmlttee
(CCITT) and the in%ernat;gnal Rag
(CCIR). The work of ITU and the State Department s role
in it are not primarily foreign policy oriented but merely
involve technical considerations and technlcal arrangements
to enable warldw1de telecommunications to function.lS.
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CHAPTER IV

CURRENT PROBLEMS WITHIN THE PRESENT
INSTITUTIONAL ARRANGEMENTS

A. Introduction

Before feviewing the various alternatives to the U.S.
international telecommunications industry structure
presented in Chapter Vv, it is useful for the reader to
gain an understanding of the current problems which exist
under the PIESéﬁt institutional arrangements.

The prcblems are graupea into the two main categories
of market-related and policy-related problems. It should
be noted that some of the following problems may be more
perceived than real by various writers.

No -attempt has been made to limit the discussion to

- problems which may be solvable only through :hanges in
‘the industry structure. Such a selection process is
“~d@ifficult €6 perform since most of the problems described
can be resolved through a combination of actions includ-
ing regulatory reform and new legislation.

B. igarkétéﬁe;gpgﬁjgrqbléms

‘Market-related problems are divided into two sub-
categ@riegéifate base and rate structure issues.

1. Rate Base Regulation -

The international common carriers, like the
‘domestie carriers, are subgect to rate base regulation.
The standard rate base methodology entails setting a
firm's total revenue requirements equal to the sum of all\
allowable operating and capital costs. When the appro-
‘priate rate base is capital investment, this relation-
shlp may. bé represented by the fDlléWl@g equation:

"RR =0+ T+ (v - d)r

where: RR .
0

revenue redquirements

operating costs (wages, salaries, ,
maintenance, depreciation,

) advertising, etc.) o

T = federal, state and local taxes
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v gross value of plant
d = ‘accumulated depreciati .
r = allowed- rate -of- return-

w

“Théga .revenue requirements determine an overall
rate level for the firm. After each rate level
is determined, a particular rate structure must
also be determined. Rate structure refers to
the relatieﬂships between the tariffs fgr the

prlate, to the relatlanshlps between the tar;ffs
for partlcula: routes or geagraphlc reg;cns,"l/

There are three majar prgblems ngrmally assac;ated

carrler 1ndu5try- (1) actlve rate base regulat;an is
v1rtually non-existent for the international record and
voice carriers, (2) there is an incentive for inefficient
rate base expansion, and. (3) a distortion in usage pre-
ferences for one type of transmlsslgn medla is encouraged.

" .. in the' strietest ‘'sense, active rate base
regulation generally does not take place in
the United States overseas telecommunications -
austry and specifically has taken place only
cnce s;nce the l958 "Bellwether“ decllen

Thls one instance 15, h@wever, l;mltéd to CDMSAT
services. Thus, any problems 'inherent' with
rate base regulation cannot-exist in this
industry except to the extent that the threat

of active rate base'regulatian can alter

. behavioral patterns in ' a manner slmllar to
actual rate base regulation."2/ -

In the case of AT&T, it is not PDSSlblE to determine
the rate of return for its overseas service apart from
its total Long Lines services. This is ‘due to the fact
that the Commission makes no distinction between
domestic and qverseas rates of réturn and therefore
does n'ot require that AT&T file the needed data. The
required information is also not available alractly
from AT&T.3/ ~

A somewhat ﬂifferent situation exists with the U.S.
international record carriers. As cited above, the last
rate proceeding concerned with the record carriers' over-

~all earnings was in 1958. 1In that proceeding, called
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the "Bgllweﬁher 2332"4/ the FCC ldentlfled RCA as the 1aw
cost carrier (Bellwether) and established rates of
return (7.5-8,5%) based uponthat carrier's costs. Since
1958, intermittent rate adjustments "have been a by-
praduct of new construction authorizations, frequé?tly
offered as a quid pro quo for the autharlzat;an "2

The record carriers do not submit .rate of return,
information as such to the Commission; hcwever, it is
possible tciggmpute it from the operating earnings and
net depreciated investment data that they do provide.
Rate-of-return values for the four largest record
carriers for the period 1964-1974 have been cémguted by
the FCC and are shown in table IV-1.6/ As can be seen
-from this table, certain IRC's are earning a return
in excess of the rate allowed in the 1958 investigation.

In addition to neither enforcing the established
rate of return from its 1958 decision nor prescribing
new rates, the Commission has not been able to determlne
the re;atlve profitability of the various record
services, e.g., telex, telegraph message, and leased
services. 'However, the FCC initiated an Audit and - —
" Study of Dperatlcﬁs of International Carriers. (Docket
No. 20778)7/ in 1976 which may lead to a determlnatlcn
of the neeaéd information in the future.

Until a methodology is developed and an allowable
rate of return (oxr range) is established for AT&T and the
IRC's, effective rate, base regulation will not be
possible. -

The Secané prcblem usually aSEGElatEd w1th rate base

expan51gn th;cgéh lnefflglent 1nve§tmént dEClSLGnS.

"It wa pclhted out by Averch and Johnson

(1962) and Wellisz (1963) that.regulated

monopoly firms which are allowed to earn

a rate of return in excess off their

(marginal) cost of capital may have.

incentives to make inefficient investment o
- decisions. The specific result is a

tendency for rate base expansion that

produces a capital/labor ratio that is

2
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. TABLE IV-1

- |
RATES OF RETURN

ITT WORLD RCA GLOBAL  TRT TELECOMMUNI-  WESTERN UNION
CoM, INC. COM. INC.  CATION, INC. INTERNATIONAL,INC.

Lane
~J
W
B

1964 7.1 9.38 - 30.89
1965  g.34 11.05 22.20 | 13.86

1966  9.63 12.71 22.79 19.75

1967 ‘g.21 9.49 15.06 17.76

1968 9.87 ° 9.36 9.59 15.64

1969 1,01 9.28 14.75 13.88

1970 -- 1.76 8.4l C1s.0i 0 15.92

1971 1398 9,29 - 12.39 7.73

1972 . 15.24 10.36 (3.66) 10.86 -

1973 17.33 13,02 365 j 11.16 ‘

= fr-r -
Lrdd

1974  16.99 . - 10.82  (4.45) 12.99 “\

=

Carriers' Scope of Operationsg Docket No. 19660,

February 26, 1976, Appendix C.

SOURCE: FCC Final Policy Statement, International Record

2
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too great for the output selected. An
implication is that the regulated monopo-
list mav have an incentive to expand

at a loss into what were previously
competitive markets."8/

Hard evidence that the A-J effect is a factor within
‘the international telecommunications industry is diffi-
cult to find in light of the many industrial and opera-
tional requirements which govern investment decisions.

The third problem associated with rate base regula-
tion concerns the use of internatiopal facilities by
AT&T and the U.S. international record carriers. While
these carriers own suBmarine cables, they can only lease
satellite circuits from COMSAT.

"The result is the terrestrial carriers'
strong preference for cable, because
their costs for cables are included

in their rate-base and therefore permit
a greater profit for a given rate of

return, while lease payments to Comsat: - - oo

~-to rent satellite circuits are not in-
cluded in the carriers' rate base."9/

While it may be éeiatable whether inactive rate base
regulation allows the carriers to currently expand their
rate base -through "inefficient" investment decisions, it
is an unavoidable fact. that only cable facilities can be
added to their rate base, further skewing investment
choices. E

"The rate-base question has generated both
interest and controversy... both WUI and OTP
have proposed'that each carrier be permitted
- to capitalize its satellite lease payments .
for appropriate inclusion in its rate-base.
Such capitalization would help remove the
economic discrimination between cable and
satellite costs and serve as an incentive )
to make satellite circuitry more attractive."10/

2. Rate Structure

Section 201(b) of the Communications Act of 1934
states that charges for communication service "shall be




b

just. and reasonable." In addition, Section 202(a) is
speclflc in regard to rate dlscrlm;nat;an*i

“It shall be uﬂlawful for any commen carrier
to make any unjust or unreasonable discrimi-_
nation in charges, practices, :;3551f1catlons,
ragulatlons, facilities, or services for or’ )
in connection with like communication service,
directly or indirectly, by any means or
dévice, or to make or give any undue or unrea-
v gonable preference or advantage to any particular
- person, class or persons, or locality, or to
) subject any particular person, class of
- persons, or locality to any undue or ynrea-
sonable pIEjud;ce or dlsadvantage et

The G@mm;sslgn has the. power to suspend a proposed
tariff filing of an international carrier for five
months, and to initiate formal hearings as to its law-
fulness. Detailed statistical and economic data must
be filed with the Commission in accordance with
Section 61 38 of the FCC's Rules and Regulations.

"In éhe extréme, the Cnmm1551en may, after
a full hearing and a determination that

. the carrier-filed charges are in violation
of the law, 'determine ahd prescribe what
will be the just and reasonable charge...'
In practice, the Commission often suspends
the requirement for filing '61.38 data' ,
and in practice, the Commission rarely
prescribes a set of tariff fatas.“lz/' }*

Because the supporting tariff 1nfgrmat;on is normally
not filed with the Commission and because there has never
been an international rate lnqulry involving all* of
the international carriers, it is difficult~to determine

, if present rates.are just and reasonable within the

meaning of Section 201 (b) :of the Act. Formal rate
proceedings may be necessary in order. to make this
determination for the future.

¥The "Bellwether" case in 1958 only covered public

. message telegraph service. COMSAT rate case, concluded
~oin 1975, only covered COMSAT 1nternatlan?1 opeérations.

=
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Two partlcular ratéﬁsett;ng practices .of thé inter-
national carriers are also considered a problem by
-some. l3/l4/15/ One practice is "rate compositina"
where the carrier charges to the public are determined
by a w21gh1ng of both cable costs and satellite costs;
the other is "area rate setting" where rated to an area,
e.g., Westerﬁ Eurcpe, are the same for a particular type
of service regardless of the distance or actual cost
of servige. Transcomm felt that practical alternatives
to these procedures appear to be relatively 11m1tedql€/

C. Pgiigngelate§”3r3§lgms

There are a number of - ast FCC decisions and actions
which can be described as either the sources of p@llcya
related problems or examples of: effective regulation .
depending on one's point of view. For example, the TAT-4
dec;31cn, which prevented AT&T from providing alternate
voice-data leased line service, may be viewed as effective

‘regulation by the international record carriers, or as

la problem by AT&T and others who may consider this restric-

tion as not being in the public interest. For, pquDSés

 of this paper, the followind ECC decisions.and actions. . S
‘are. considered policy-related "problems" because they

‘are both controversial ‘and have broad impacts.

1. .g;anning gﬁi;LicensiﬁgigffFégilities

One of the most difficult and pervasive problems
associated with international telecommunications today )
is the licensing of new facilities for overseas communi-
cations. According to Section 214 (a) ofithe Communica-
tions Act of 1934: . :

"No carrler shall undertake the constryction
of a new.,. (facility)... unless and until
there shall first have been obtained from
the Commission a certificate that the bresent
or fﬁture public convenience and neceSsity

requ;re or will requlre.i (the faclllty)... "17/-ﬁ“‘;

.The licensing process was relatlvely eagy to
1perfcrm prior to the advent of ‘commercial international
communications satellite service in 1965 sinceé''the only
quality facilities available for Qvérseas service were
submarine cables which filled rapidly. However, gsince
1965, there has been a-constant conflict between the two

e




aémpetlng tfaﬂsmlESLDﬂ media, W1th the cable and satellite
proponents each advaneing their respective technologies

. before the Commission to' claim the maximal share of
the market. Because the Commission did not institute
specific licensing pracedurés (nat subject to divergent
interpretations), most of the facility authorizations
were decided on an individual case or ad hoc basis. In.
order to improve the licensing pracedures; the FCC issued
a Notice of Inquiry (Docket 18875) on June 16, 1970 into
the policy to be followed in future licensing of’ facilities
for overseas communications. The FCC stated-

"We. think that, to the extent possible,
we should formulate a policy which will
govern our future licensing in the field
. of overseas.communications and which will
' : enable interested carriers to plan their
own actions accordingly. Such action,
rather than separate actions on an ad
hcc basis, will be more conducive t& the
efrective discharge of our statutory
) esponsibilities, set out in the Communi-
Wf.mﬁ;ﬁuwﬁugatlans;Act+ﬁwh;ghp¥amgng other things,
are designed to make available, so far
as possible, to all the people of the .
United States a rapid, efficient,
world-wide wire apnd radio cammunlcatlgn
service with adequate facilities ‘at reasonable
charges; and at the same time effectuate our
-respan31bll;tles under the Communications
Satellite Act in 11ght of the objectives and
_ Eallc;es set out in that Act."l§

In. June 1971, the FCC adcpted a Statement of Policy
and Guidelines after receiving the various inputs* to the
‘Docket. ‘The four general guidelines were:

' "(a) the publlc interest requ;res that .we
_ pramcté the continued development of both
-+ ... .. . cable-and satellite technologies and their
most effective and timely applications to
meet future reguirements for international
communications services;

-*Camprehenslve cemments were flled by the U.S. international
common carriers, and OTP_forwarded the Administration's
viewpoint on the policy that should guide regulation con-
cerning U.S. investments in new facilities.

42
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- j"(b} ‘the public interest alsc rEqulres that
- - ~.We authorize the most moderrn and effective
- fdgilities &vailable via both cable and
satellite technology with due regard for
* . efficiency, economy, dlverslty and.
redundaﬂcg,

“"(c) the publ;c interest and due regard
for the concerns of the Administrations
which operate the foreign .end of cables

‘require that care should be taken to
minimize the need for imposing artificial
formulae to govern the distribution of
traffic amgng avallable media;

"(d) the public: ;nterest requires that
the economies available from each- advance
in technology be reflected in charges

for serv;ce."lS/

The Statement of Palicy also stated the.FCC's intent to s
authorize facilities in line with the proposals of ‘the -

' Of "reasonable parity." The Docket was never folalally
closed after thé First Notice of Inquiry.’

After nearly four years, in February 1975, a second
Notice of Inquiry in this Docket was issued. Thig Notice
provided for. a series of meetings open to all Unjited
States interested parties for the purpose of laantlfVLnﬂ
dlscuss;ng and analyzing information on service requ1r2=
merits and altérnative means for meeting such requ;rementg,

' Three informal working groups, dealing with economics,
traffic forecasting, and service reliability were formed
with each of these groups submitting a report to the ;
Chief, FCC Common Carrier Bureau, in May 1975. The ™~
wnrklng groups were to meet again later in the year,
but addltlgnal meet;ngs were never scheduled.* ul

_ R Y

*However, for purposes of exchanging information and -
discussion of the three areas, Eé?ansultatlve Working
Group on North Atlantic Telecommunications was formed,
consistina of U.S. Government, 1nﬂustry; European, and
Canadian representatives. The group has ‘convened threé

- times: Paris, June 1975; Washinaton, D.C., March 1976; and
Rome, Italy, Gctﬁber 1976. . J
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The Sammisslan 1ssuéd a Thl:d Notice of Inquiry -in
Docket 18875 in November 1975 whlch requested add;tlanal
information from each-of the U,S. international ‘carriers.

w.and other iptarested parties. '

" The CDmmlsslan released a Further Statement of Policy
and Guldsllnés in this docket in November 1976, reaffirming
the existing bolicies cited above, -and aagptlng the
following agditional policies and clarifications (the
sections una@b;lned constitute substantially new or
revised lel§le§ in the opinion of the authors of this
report): ’

"a) fhe continuing availability of adeguate,
féllablé; low cost communications facilities
* and services between Europe and North
AmeyiCa is a matter of common interest and
concern .to communications users, operating
.entjties, and governments in Europe and
Norgp america.

\“b) Tthis Commission does not, as a matter
f*policy, favor the use of one technology
'aver anather_nﬁr any predetexmlned distri-

" butjon of traffic or transmission capacity
anoyn g alternative technologies or suppliers.
Purgyant to our statutory mandate, our
primary policy objective has been and
remging the athievement and.efficient

' utiyjzation. of the lqwest cost camblnaa
tioy OF facilities .which can satlsfy
valjd traffic needs and service’' @bgectlves,
irregPective of technology or supplier. .

‘Within this basic policy framework, both '*.:"
cablé and satellite techriclogies -- as well'
as anY other -~ can and should be affafded
the Q?p@rtunlty to evolve.

"c) dhe existing operational structure and
attepdant economic and other incentives

of e international communications industry
are pot Such as to léad automatically to
the yeglization of the basic public interest
poljcy objective enunciated above.
Accordingly, this Commission must and will
continye to 5crut1nlze thargughly both

) "l'ﬁj" N & -x‘{.‘;,‘?!m‘% . A ' e - . {g%}*;\é:; = .‘ 5‘," 7
Ly . E e s
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facility installatien an& ut;lizati@n pro-
posals of U.S. carrlers prior to authoriz-
- ding these carriers' participation in-‘ such
. facility programs, in'order to ensure that
U.S. communications users are not unneces-
sarily burdened with excessive facility '
investments or inefficient utilization
of autharlzed facilities.

"d) The néed to EéﬁSlder such 1nterre;ated
factors as diversity, redundancy, restora-
tion and other means to provide continuity -
of serxrvice w1th1n the’context of the - v
. ~ operational structure. and-varying economic
and other incentives and’ preferences
’ -pfeVl@uSIY cited severely. limits our ablllty
to make the necessary publid interest.
evaluations in the context of isolated
- applications for. individual fag;llty authori-
‘zation. Accsrdinglyg we will not in the
fyture conslider the authorization of major
. .+ facility investments and utlilization pro-
~% - 7 -.posals as 1solated ir instances, but will
' -instead eva;uate ‘them In the context of a
comprehensive range plan for the
establishmen use of faclilities to
_serve a partic@Wer geographic area durlnq »
. a speci ’uture;plann; perliod. To ensure
~that all interested and af%ectedﬂéartiés'
have a full opportunity to participate in
the .evolution of a mutually acceptable long
range plan for future facility establishment
and use, we shall approach the adoption of
. ' such a pY¥an through an iterative process .
e .-as set, forth in the Annex to this decision.

PRI "e) In our public interest-.evaluation of both
"‘ - long range plans and specific facility applica-
S tions, ‘thelprimary criteria shall be those set
T forth in (b) above., For the purpose of cost
' . analyses and comparisons, we ‘shall consider
- as relevant only historical and/or projected
-.investment and operating expenses -- as
- opposed to lease. charges or tariff. rates.
Moreover, before we can adopt any such long
"-range plan as a ba51s for spec;ilc facility

7




planning and authorization, we would neces-
-garlly require comparable commitments
. regarding the uge of cablé and satellite _
. fagilitles. . ) » .

W

"£) The evolution of mutually agceptable
. 16ng range facility plans and the sub-
sequent authorization of specific facilities
will necessarily be a difficult and time-
.consuming process, given the necessity
of accommodating this process to the ’
differing legal requirements and operating
arrangements of the sovereign nations
involved. Wwe shall make every effort
“to ensure the success of this effort,
within our basic statutory mandate,

.+ public interest obligations, and legal
e system. As a part of our effort to achieve
an acceptable plan, we also desire to ’ .
explore, .where beneficial, changes in the
present ownership arrangements and pro- .
vigion of circuits within:future trans-
atlantic facilities. Specifically, we
propose to explore the feasibility and
deslfabllity of substituting end-to-end
provision of whole circuits within
facilities, for the present a:ranqement
whereby each terminal country_ provides
fifty percent of each tramsatlantic
clrcuit-"ZD/ .

In this document, the Commission for the first time,
fgrmally recogni zed the need for a campreh3551ve plan
for future fac1lit;ea.

"... an egsantlal prerequisite to the
authorization of future facilities must
.be the deVelcpment of a compreiensive
= plan, including appropriate commitments, ¢
S%) ' regarding the overall deployment and use of
of future cable and satellite facilities
- within a particular geographic area
during a wpecified planning period."21l/

Uﬁti1 now, cable and satellite iﬁterests have essentlally
developed plans independently of each other. COMSAT

submits the INTELSAT plan for a new ccmmunications satellite-
system to the Commission for 214 authorization, and AT&T

\ .
. B : ki
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together with the international recoxd carrilers do likewise
for each new submarine cable system that has been negotiated
with the’ foreign administrations, . Thus, .the coordinated
planning mechanism necessary for the efficlient and. timely
introduction of new facjlities for overseas dervice. has been
effectively sidestepped by’ the industry in the authorization
of future transmission facilities. : Co

__The Commission- for the first time, has requested the.
international carriers to develop a comprehensive plan for
the establishment 'and use of North Atlantic facilities up
to approximately the mid-1980's. Detalled traffic fore-
casting and cost information were. also requested in support
of the comprehensive plan(s). - At the same time, European
entities are preparing their own master plan as an input

.. for the next Consultative meeting. Where this step leads
~the industry in its planning of facilities. and the FCC
in its review of construction applications, is at this
© time uncertain. . - ET I - o
7 The record above shows that after nearly seven years . .
of FCC activities. in this area, the problems of how to - = .
effectively and efficiently plan and licerise overseas B
facilities remain, albeit the"issues have been somewhat
better. defined. I . - 7
| v - L . ‘
- 2. Relative Use of Cable and Satellite Facilities

: The,pr@:edure,which‘agrmallj follows the licensing
-of international facilities described above is the activation-
of circuits., All carriers are required by Section 214 of
the Communications Act of 1934 to obtain Commission approval
for both the construction and operation of new facilities. .
The Commission procedure to date requires the carriers to
obtain approval at each of these two stages. . ' o

S The second stage, circuit activation, became a

- -problem for the Comnission-wfter the intrpduction of .

. communications satellites due to the separation of facility
-ownership between cables and satellites.. The Commission - S
felt that if it did not specify some general policy concerning
the relative usage of cables and satellites, the carriers )
might have little incentive to use satellites because
of their ownership in cables. The Commission was also .

- aware of the Government's policy under the Communications é
"~ 8atellite Act of 1962 "to establish, in conjunction and
in cooperation with other 'countries, as expeditiously
as practicable a commercial communications satellite

-




system, as part of an lmprﬂVeﬂ global cammunlcatlcns .
network."22/ When the Commission’ approved the condgtruction
. of a new submarine cable between Florida and the Virgin
. 1slahds-as well as the earth station.at Cayey, Puerto.
.. -Rico in 1966, it required that- satellite circuits flESt
" be equalized with cable clicults. SR

i "Theréafter, addltiénal cireults f@r all o o %ﬁ

?'itypes of service: régulrements bEtWEEn . S ,grf

" the mainland and the éastern Caribbean
area and beyond shall be d tlsfled on
a 50/5G b3515..."23/ C

A s;mllar requiremént was ’mposed when' the flfth trans-
" atlantic cable (TAT-5) was authorized in 1968. The
specific requiremrnt Kknown-as "proportional fill"
stipulated that the carriers use cable -and.-fat oY 1ite
" facilities in a manner such that each "reach 100% fill

e

'at apprcxlmately the. sane. tlme n24/ . S ‘

In May 1971, the CﬂWMLSSlQn g:anéed an AT&T

request to activate TAT+5 and satellite circuits on S

a ratio of five to one in favor of satellite for voice-~ - -
'‘'gnly service. The Commission felt that this would ‘

satisfy the PerQItlﬂﬂal £1i1l requlrément since the

TAT-5 cable had a projected capacity of 720 (now 845)

Vnge-giade circuits, and the new series of satellites,’

INTELSAT 1V, which -had also been authgr;zed, ‘had some -

3500 voice- grade clrcults,, _ -

Later, in thé June 1971 Statement of- Ecjlcy and
"Guldell es, the Commission stated that it was "looXKing .
toward mhintenance of reasonable parity between cabla
and Satelllté circuits:on transatlantic routes.
. Just what was maant by "reasanable parlty WEs n@t
'made clear.Aﬂ S = L :

"ThlS new déflnltlﬂn coupled with the fact
- that the 5 to 1 ratio was still being used,
left the Furopeans with an ‘open question®
‘regarding U.S. views on the manner by which
traffic would bé anDItLGnEﬂ between the .
media."25/ _ .




- .

o The Cammissian madified 1ts v1ews~in‘oct§ber 1971
ané stated that “the fill formula for ‘telephone service -

. sBhould be on-'a 1 to 1’ ratiaxbetween the TAT-5 cable .

‘and satellite circuits. The IRC's were exempted from a’

fixed ratio but restricted to the activation 6f no more .

., than Eﬂisgi?iheif remaining TAT-5 circuitry in any 6-month
.period eh theé-Commission authorized the construction of

the sixth transatlantic cable (TAT-6) in July 1972.it statéd:’

"We d@ not believe that it is necessary ér o
even appraprlate For us to préscribe ( -
'speciflg formulas. or rules: éancernlng the ™~
manner: in.which: avallable clrculty should
be utllizea “26/ . , i ‘v”’ o
. e
H@wever, in the same dacument the Cammlsslén statéﬂ » :
that it: : . o - - : @ .

M would expect that where Eurcpean
entities either construct . their own or ‘ .
. -+ arrange to use the facilities of ﬂthéIS ) ’
”T;Vﬁgaicﬁmmun;cateéwithAbat ~Intelsat=IV—>"7
-(F=3) .and (F-4) they would dlverslfv, .
- by dividing their growth traffic in an
--equitable mannerequally among the thtee ' -
faéilltles, i.e., .the two satellltes
and TAT-6.... Where Furopean or other
foreign cgrraspcndents do not eonstruct
0r arrange t6 use two Atlantic Basin
antennas, we would expect them to .
- diversify by dividing their traffic L
’ between the one satell;te and TAT-*¥“27/ '

: © Thus the CgmmLSSLangcaused more QQﬁfUSLGﬂ by
all@w1ng interpretations of 1 to 1 in some cases Sﬁd
2 ta 1 1n Eavzt of satellltes 1n cher”

- The Ccmmlss;an has EEPEEtEQéyF%tatéd in o
Docket No. 18875 that its primary objective remained '
the achievement. and efficient utilization of the lowest
‘cost conbination of facilities. Unfortunately, the
‘GDmm1531Dn has not been able to describe how it will
dec;gg on the 1awest cost combination of facilities whlch
car tisfy. valld trafflc needs and setv;ce @b}égthés. ’
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f"‘“fff3;‘“iﬁterﬁ§fiénal;Rate Setting , o \'

v  ‘The. lnternaticnal ﬂarrieré must file pfcpaseﬂ
: tariffs with the commission just as the domestic
' ,carriers do. . However,"~ international ‘ratemaking is in—_
_‘essence a prgﬂuct of negotiations between U.S.
and foreign entities. The features of interhational
’mEEEagE*tel%PthE agreements and accounting arrangements
are described brlefly herein but similar features and -
procedures jpply for other 1nternatlgnal services such

as Teﬂex.

RNt “At present, AT&T and each fcr31gn car:espgndent
negctlaté a service or operating agreement whlch normally
‘has thé fbilaw1ng féaturas* -

*

i

Y A, -Rach carrier grev1des half of the
' (gglnt)faclllty

 ”5- Both lease half cf any transit
‘facllltlesi S s o o

"c. Both. prGVLde the terrestrial
:;facllltlés in th%lr respéctlve c@untrles.

“D. - Each, hav;ng pr@v;déd half cf the
gfaclllt;es, agrees to receive half

of the negotiated accounting rate*
(b;;ateraliy devel@pea) for ﬁhé ’
service. -

o "B Each agﬁees ;n prlnalpla to charge
» - the same collection rate** for calls.to
ST ~the other cauntry.“zgf L

carrlers I

Co JzThE lnternatlénal ratemaklng pr@cess 15 Cgmei,a,wgili,;sa

wagéiié?iei by the differences between the U.S. and
foreign entities concerning praceduras and dttitudes

~—toward telephoné rates. . -The dlfférences are
. summg:;zed as*fallqws » . .

- .

i ; he bas;c rate used far lnternatlanal bcakkeeping

purposes. . R ‘
**The rate thé user (ccnsumer) pays. . S

s e .

[ \i;
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S “As far as collection rates are concerned,
o - AT&Y ‘charges its subscribers .the same rate
' 4% the agreéed to accounting rate negotiated
. with the overseas correspondent. However,
.mapny of the overseas. correspondents charge:
their subscribers more (although they
- settle with AT&T on the negotiated
- laceounting] rate), Many foreign .
coryespondents view international tele~ - ) .
o communications as a profitable money - 7
‘ . making business which provides revenues
© for subsidizing various domestic services.
“The U.S. on“the other-hand; favors
reagonable international rates along
with a fair rate of return for the U.S.
o : carpiers. Foreign collection rates are : :
IR to & large extent the particular countries' L
' own business, although the existence of
a negotiated rate provides indirect
incentive toward equal rates at
aach, end!"gg/ o A

R The differerice between collection and accounting °
-rates. can hest be described by meéans of an example, =~ = =
The per minute station rate for a call from the United
States to-Jdpan is $3 (collectidén rate), and theé corre~
sponding accounting rate is also $3. This meang that $1.50
is.credited to the United States carrier (ATsT) and $1.50
is credited to Japan. This same share of the accounting
- rate (§1.50) is credited to the United States when the .,
. call originates in Japan even though the Japanese
- collection rate is higher than that of thé United States.
If the number of calls for any given month were the same .
in both directions (balanced traffic), the correspondents’
payments would net out, i.e., no settlement payout. . If,
on' the other hand, there were more paid calls in one
direction than the other, a settlement payout would be ,
required. The main point to understand is that AT&T and
their foreign correspondents share equally in ‘the ° '
negotiated ageounting rate, regardless,of 'the amount
collected at either end, - - L , — _ .
‘s ~In the past, U.S. induced ¢ollection rate
reductions have resulted in an equivalent reduction in
the accounting rate. A series of problems will arise .

i




- tha accounting rate with the fargign ent;ty

.should the Commission require a U.S. carrier to reduce

its collection rates, when the U.S. carrier has not been
'successful in neg@ﬁlatlng a corresponding reductlbn in

o H

For example, assume that the. CGﬁﬁlSSan wauld

corder AT&T to reduwce its rates to Japan by 20%.  Using:

the same figure as above, the $3 collection rate would
be reduced to $2.40. Ordinarily, AT&T and their

:»Japanése cgrresgoﬁﬂent would negotiate.-a $2.40 agggﬁnt;nq
‘rate which would mean that $1.20 would bé credited

- to both AT&T and Japan. 'If the Japanese would not S

.agree to a reduction in the accounting rate, $1.50

(share of original accauntlng rate) would °still have to .

~be credited to the Japanese on everyU.S. outbound

.call, leaving only $.90 to be credited to AT&T for ex;ess-’

On the one hand;. if the: C@mmL551an were to force the-

- service arrangement and the U.S. would lose its:

Qutb@unﬂ calls. On each outbound call in excess of

‘the number of inbotind calls, AT&T would be forced to

reduce” its revenues by 40%. Instead of splitting: the

U.S8. collection rate on a 50/50 basis with the Japanese, .-

it would NOW he split 62.5/37.5 for the excess traffic
in favor of the Japanese. . If the excess traffic were

‘ small campared to total traffic, there might nat be a
great 1mpact on ATRT's revenues. H@wever, if the halancel

- traffic rises or “if the same- procedures are followed -
‘for other countrise as well, the impact could be- of

S Sanlflsance to AT&T and ta the United States.

The U.s. lS chernted with a majar préblem.

U. 5. carriers to absarb the foreign share of the rate
reduction, ,the carriers’ ‘would be placed in an unfair .

influence over international rate setting. "Th ~gingle

“negotiated (ac:auﬁtlng) rate tends to limit extiémes

and clearly denies the initiative to those carréspcndents
desiring high intermnational rates."30/ - On the ‘other.

. hand, if the Commission were thwarted in reduc;ng U.s.
. rates (or in maintaining present rates) due to the arbi-
trary actions of. foreign partners this would be detrimen-

tal to the U.8. national and consumer interests. Clearly,

‘*mercvements are irdicated in the bargaining process

*b?tWEEﬂ the U.S. ¢arriers and their foreign correspondents

:'rather than rev151ng the present accaunt;nq/settlem&nt
"praéess,Bl/ : : -

6o

A



*, "role in’ the international process of facilities

[ S

©4, Foreign Relations

- International telecommunications ig accomplished )
by a cooperative undertaking among the"U.S. carriers -
and- their foreign counterparts. In most countries, o
international telecommunications are provided by a
+ government entity; in some ihstances, by a ‘government/
*private.industry arrangement; and in’ a very few ‘cases,

' by a private company, S . o

A a Cal facilities serving the United; States ~

- ar€ jointly owned by theiU.S. carriers and fheir
Xxespective -foreign correspondents. Satellites are
collectively owned by all participating countries
through the INTELSAT organization.' The satellite earth

'stations are owned by the entity(ies) .of the individual

' countries, and in the United States are owned by - . ‘-
'COMSAT (50%) and' the other carriers. . LT

. 'Up until the planning'stage for the fifthtrans- .. -
-atlantie cable (TAT-5)," the FCC did not play an active
- selection. However, during the TAT-5 planning stage

the Commission regquested detailed information from the
carriers (including COMSAT) and also informed them pot. . .-, -
- to make any aqgreements on facilities with their foreiyn”

- correspondents until'it ruled on the. appropriateness -

for them. to file ‘applications for the proposed cable

systemy . .The Commission subsequently approved the .

:ablé.gut required rate reductions in the process,

. .. . Later, in 1970, the Commission refiised to approve - - ‘.
. an SF-type 845 circuit cable for the -sixth transatlantic
cable,” (TAT-6); this was favored by oth the UJS. - .
carriers and their European correspondents, ' However,
the Commission concurrently stated that it. would approve
gable for this

a more cost effective SG-type-4000-circuit
application. . . ¢ ' - :

. . In'1972, the United Kingdom and Canada proposed a new
1,840 transatlantic- submarine cable (CANTAT=2) between

their two countries. Meither ‘the U.S, carriers nor the
. FCC favored this facility and, ras a result, the FCC o

.'made it clear that the U.S. did not intend to extensively
utilize it, The cable was constructed despite this .
background and a number of problems resulted. Some of
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"ﬂgnet -accepting CANTAT-2- asg.d

-

' the fcreign ent;tles baleng thexcable Etlll éxpected
to usé it for U.S. path traffic. The U,S. carriers,
facing a delay in the 1mplemeptat13n of the new TAT-6
cable (as a result ‘of earlier FCC rejection ‘of TAT-6

SF prepgsal) reversed their earlier stand and proposed
extensive utll;zat;an of the CANTAT=2 cable rather than,
use more -gatellite circuits. COMSAT Dbjectéd to these
proposals and the FCC,. despite relatively extreme.
‘pressure, generally held to :the ar;glnal concept of

: .S. major path. facility. . -

The FCC' has continued to limit. U.S. carrier utilization -
of it,.although- ‘2’ final decdision with regard to further
utilization of this cable has.not yet been reaéhe,laz/ ,
It should beclear that the FCC was placed’ in a no-win
situation;:denying the cable would impair- f@r31gnr;
‘relations, while approving the.cable would 1mpalr

. E

' U.E natlcnal 1nte;ests 33/ o e

' e In 1974; befcre approving the new transpaclflc
'cable (TRANSPAE -IT), the FCC ordered AT&T to undertake

\l“negct;atléns with their fcr31gn carrespandents, -looking

-~ ~toward a reductian in! zates,: Th;s -action was not. well .

~received by ‘the fDIélgﬂ entities.” lLater,. when Hawaiian .

Telephone Company (HTC) and AT&T" aﬁtemptea to- pegotiate
such rate reductlans.Japan, Korea, . Philippines, Hong

Kong, and Taiwan all balked. This matter still has not been

-'resalvad but servlqgﬁhas Eigun w1th FCC appraval.

. Relatlans between the U. Si and Eurapean (CEPT)
~adm;n15tratlen$ became sevérely stralned in Mareh 11976,
due to the Commission's éélay in apprgv;ng the activation.
of" TAT-6 ecircuits’ ,ths eable was due to be placed ’

- into service in Julyx@f that year. On March 19, 1976 |
“"the CEPT administrations imposed an embarg@ on ‘further .

o elreculit activatign in all cable and Satélllte facilities

in the North Atlantic Basin pEHdlng ‘FCC actlcn on- the
- TAT-6 circuit activations. The embargo was aff;c;ally
lifted on May 3, 1976 in expectation of a. Sat;sfactary

_ana tlmely FCC d%GlSLDB on TAT=6 clrcult §ctlvatlan.,‘
: i,g?, .
'- In general, the f@re;gn entities abject to +he’
United’ States regulatory procedures: which - “glve the
FCC the power to overturn facility and service agreements :
that have been ‘freely negotiated between the U.S. '
carriers and the far21gn entltles.“Bé/ “In aﬂdlticn, ”the



Thh.

Eu:apééns-anésseveralAchér-fﬁréign'caunt:ies are '
r;strpﬁglyﬁ@ppased-t@.;,“raté dearedses as they use

revenues from overseas ‘telecommunicatlions service to

subsidize domestic’ telecommunivations and/or pogtal-- -

' services."35/ . -

... . .Somé of the FCC actions may be justified; while
1 ﬁ ~others may not be.-- In any event, an unwanted problem

- continues-~poor U.S.-fordign ralations ‘telecommunications. .

5, Authérizeﬂrjsggg;

L The advent of cémmercial communications satellite
service in 1965 prompted much jinterest by prospective .

- users in how to obtain servite directly from COMSAT.

7 .- Thére was unceértainty as to COMSAT'S role as a carrier
due to the. language in the Communications Satellite
Act' 0f 1962 which authorized COMSAT “to contract -
with authgrizéﬂEusé:s,ginclqﬁing_thémUnited States

!'Gaverﬂment,,fgrﬁthe“SEE?iéESEdﬁ,th@_ﬂémmanieatigﬁs“ S
A;;;;;Eitglliteésystem;;;“‘wiﬁhéutﬂspéeifiﬁa11y definin§%,f-,;f,f.k‘
‘. ‘authorized users. ~In June 1965, the 'FCC.released itw T
. "Authorized User Inquiry, and thirtesn months later. . = ;-

Eeleaseavitsﬁdgsisicn in this matter: The Cammigsién's

ultimate conclusions were: ,
. Y R Vo . L% ,

. (a). COMSAT fay'as a’mather of [law be authorized -
to pr@viqe5service:airgczlyggp nonwearrier: entities;
N g0 S e fa . : N Yy - LN A",_*‘ ) L : "_ = f. .

- (b): COMSAT ‘is to be pr¥imarily a carzier's . .

éarrier and in ordina#y* circumstances: users of satellita - AR

'_% "faci1itiés.shap1ﬂ be'Sérvedwbyﬁthé.ﬁérrésttial carriers; -

v .. (e) In unique aﬁd]exgepti@nal*circumstaﬁéesi ;
,COMSAT may be authorized to provide Services directly ‘.
x,wggggncnzéa§¥i5%4ﬁsers%ﬁngSA£fmaﬁfh@?agthgriﬁéd”ta" .
'-prdviaefséivice?airéctly:té'EhejG@vernment, whenever - -
. such service is required to meet unigue governmental
needs or is otherwise required in- the national interest,
in circumstances where the Government's needs cannot '
be‘éfféctivelyjmet under the carrier's carrier

approach. 36/. e
Do TR o e
wv .7 Thus COMSAT wak relegatéd to serve the - o
- established carriers rather thad compete with them by
being allowed to provide serviey, €.4., private line,
B

‘directly to the cénsumer, ) A

¥ ooou
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6. Alternate Vmi¢e~ﬂata (The TAT 4 De3151cn)

W;t% the lﬂtraﬂuctlcn Df the f;rst transatlant;c

. telephone cable [TAT~1) din 1956, AT&T was able to pro-

wvide telephone service ‘over the submarine cable at a much

‘ hlgher?,uallty ‘and greater reliability than p§551b1e

by high’ ?requency xadio systems.

£

’A sac@nd;transatlantic Cable (TAT=2) became \
operational. in 1959. The international 'record carriers
leased channels freom ATST in each of the first two

‘gubmarine cables for telegraph .services,.and all carriers’

lncludlng AT&T were authorized that year to provide:a

_new service called Alternate Voice Data (AVD) to the. |

.8, defense agéneies, This service allewed voice,
altérnate voice/data, Dr s;multanécus v@;ce/aata

e f o

A\ thlrd transatlanth Eable was put 1nta service

in 1963.. Later that same year, AT&T filed.an appllcatlan

with thé FCC for angther submarine cable across the

L Atlantic (TAT=4) In addition, AT&T requested authoriza= .

Coedon to- mcdlfy TAN~3 for AVD service to cammerc;al asﬂg;fqi,x 

. well .as military" gustomers, and to expand the AVD
seryices over TAT?l ands TAT=2" £6- all. custc ;

AT&Tfi'

frered tasiease “channels to the inte
oa r;ers £t AVsteeraes . &

aaxrlens on Eh,;gxaunds that théy shauld share 1ﬂ the
owharship of theé new cable and that AT&T should not be’

[

autherlzea ta pr@V1ﬂe any recard serv1cas z;fkgb,

Tn its TAT~4 decls;én lQ 1964 'the ‘FCC’ authmrlzed

the new' cablé and allowed the record carriers to shHare
in its ownership) ;but denied AT&T autharltv to prGVldé
additional AVD service, thus givirg thei: 1nternat1@nal
record carriers. v1rtma1 domain over this serv1ce _ The-ﬁi

Feao stated o S o uwnfi» g

"A realistic: appralsal of thg rélaplve

capabllltles of AT&T and the record

carriers to sécure and maintain. Such
- bus;ness leads us to conclude ﬁhat ‘

- AT&T's . entry into ‘this service wguld
seriously j&opardlze ‘the ability of
the record carriers to obtain a

“vmeanlngiul share @f the bu51ness...
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st LA

s in- the public interest that we assure

bhe'vidbility of the record carriers by

- 'protécting. them from the-losses they would W
inevitably suffer were ATS&T permitted to = - A,
Provide this'y@ice*recc:d-servigsg"gz/,; R

- The AYD restriction on AT&T has been a subject. of
. ‘discuswsion, for example: T : .

.. "A major concern svolving around the AVD:
- 4ssue is the impact on the industry's
(LRC's) ability ‘to continue to provide
-2 basie record services to ‘the U.S. S
v tOnsumers. This would require looking SRR
;Latfthe;services"grofitabilityi'markét”v% S e
wlze and-other trends, .The second concern. " ..
- 18 the aetermiﬁatgpn'éf the benefits = .
o that the user would obtain from AT&T ..
- Fﬁtry‘intc this market., -, ' L

"It is. contended that gains from the - _
_.latter may not dffset the possible. -~ ...l
~losses of the former,-at least until. e

is proves otherwise."38/°

E guantitative analys ]

" 7¢" Gatevay Cities and, International Telecommunications

’ , A .qonc as originally intended
as an expediency between "demestic" ‘and "international"

telegraph operations.” Under Sgction 222 (a) (5) of the . L
cpmmuniﬁatians.Aét,'gatewayswaregégntinéntal:G?S;';iﬁiééa“

‘Tﬁgggaﬁgway,citiési gnieﬁf’

whére TRC' 8 may pick .up” originating telegraph messages
féestgnedﬂf@x’éwergeas,,érrdélivEr'cverseas,messagés

R estined for. the Unite Statesy: The.IRC's can operate
reahly W i@ publ : offices in these
b her “customers:

'ﬁ‘h _
A%_,;atgsuihi SN

cities' domestie WU or
whieh~ape responsible- for ] ter ondl ser
control only part of the U,8¢; facilities involved. = %% .
., Currently, there are five ‘gJateway cities: New York, 7 -
", Waghington, D.C., San Francisco, Miami, and New Orleans.

- [N . : o
« o . : R S - o _— 7~
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on. two’ frgntsiin EQC Dackat No. 19560 39/ Flrst,
under a set of tariff revisions, the IRC's sought to
obviate the woncept by proposing to absorb the charges
for calls via WATS, WU telex,-Oor WU TWX “to or from
hinterland ﬂustamers as the final mode for receiwving
or sending - internatianal message telégrams ‘Second , -

;._the IRC's stbught to increase the number of gateway.

‘cities . to as Mmany as 21 in ah attempt to reduce the .-if;;”‘

" domestiic. networks usage  for- the ma;nland pa:tlgn of

-’reffectiver ”axtend;ng service to the hinterland, -and.

| statue (Section.222), it denied this ‘aspect.

lnternatlcnal messages. ‘;,_ S S -_“‘ A

. , In 1ts final érdef, ‘the FCC faund the free
direct acceas ' ‘terms of. the IRC's tariff proposals as.“a

since this was ih. direct conflict with" the;i»l‘egal : Lt
of the IRC’
request. Nongtheless" for _many abserv&rs, ‘the problem
. ostill ‘remaing .and they. continué to maintain thdt the

" public 1ntére$t ‘18 not bheing served by deny;ng users
a cheaper and-faster accessg: by transmission media”
' non-exigtfent at the time Séction 222 was enacted. . |

-..The apprcprlat& reﬂrE;sfls to Cangress té request,-
:réV151@n Df ﬁhe law 46/ _ C

‘?,;. ”

The Saeond part @f the IRC request dealing w;th,

>‘v.an increased number of qatéwav cities, resulted in thé,vy.

 ’PrEéent total of five, accessible to each IRC on an .
‘equal basis.. Previously, ITT, RCA and WUI were 1lmlted

to gateway Dgarations ‘in. New ¥érk San Franclsd@,
~ and Washington, D.C.; TRT WaSC}lmltEd to: M;aml
and New eraana gateways. : ]

8. Intermatlanal Fcrmula er Hnrauted Telegrﬁ?h o
'Méesa;asﬁ . - i ry

1934 required; the: domestic telegraph carr;er,té dlsw-'
tribute unrodfied outbound international tel sgrams’ on R
"a quota basis., This.quota is khown as /thé. fInternat:LQna PR
o Farmula,vwhasﬁ gntire ccncept has' been :eevaluatédey R

© the FCC in f@xmal praeeedlngs thréugh@ut 1975. . X

Sectggn 222(2)(l) Qf the Cémmuniﬂat;ans Aot of -

=

?Dverseas transmlss;én @f telegraph messages may © { C ;;;é;
either be routgd or unrouted depending:on whether s
' or -not' the ¢uylomer speclfles the lnternat;énal h

- record carrlarqg ' —_ : PR




L When the Western Union Talegraph Company and
the Postal Telegraph Company merged in 1943, WUT was
to divest itself of all overseas operations. In order
- that WUT could not favor its own operations between
1943 and the date of complete divestiture (which turned
out- to be October ‘1, 1963) or favor any of the international
carriers thereafter, a specified distribution quota
« of unrouted message traffic was set up to approximately
divide the traffic on a basis similar to .the actual
distribution during the-year 1942. This distribution
quota is still in effect for the approximately 230,000
unrouted messages filed eachwmonth.4l/ ; g
"If a carrier receives routed traffic in excess
of its historical share, the formula acts to take away
unrouted traffic in an effort to preserve guota balance.
Since relative market. shares- have changed since 1942,
(as have carriers and routes served), 'the carriers with
improved market sales are penalized by.being deniea
;w:gwtggzggtedgtraffie+»%Qégverééi&T)tﬁéﬂzﬂelgwwha~have lost
. market sharess receive additionalsunrouted traffic
' through the ii@rkingseaf the formula designed to
preserve 1942 traffic patterns,

. The decision on this matter was' released on -
January 7,.1976. The FCC order: 42,

(1), Abolished the formula srescribed
* by the Commission in-1943,

(2) Requested comments regarding the
customer routings of all messages, and

(3) Pféséribed the use of an interim formula.

The interim formula represents a departure, from the 1943
*  formula, since new gquotas will be calculated each. year
on thé basis of traffic routings from the previous year.
Nonetheléss, the concept.of any kind of formula is- not
gémgetitive's@lutiéﬁ.ig/ng odnterim formula

ecame  effective Novefiber
‘offtninications, ‘Inc.
" danrt, ‘

35'in the U.s.

N Mew York City.




9, Intexconnection of Interﬂatignalﬁigggfrgnd
D@mest;a Telex and wa Serv1cas

International telex service is presently pro-
vided by five IRC's; however, each IRC does not provide
service to all overseas points. In the gateway cities,
the IRC's offer service directly to subscribers by
means of a network of tie 1lines ahd teleprinters’ pro-
vided and maintained by the IRC for a nominal charge
if any. However, since. no interconnection EKlEtS
between the IRC's, a non~Western Union (WU) customer must
subscribe to services of more than 8ne IRC if communications
are needed to all overseas destinations.

Telex and TWX services between points within
the Continental United States are provided solely by
Westexn Union. Thus WU subscribers have access to all
overseas pc;nts»glnce they can interconnect through
WU with all of the IRC's. However, under present FCC

. rules--WU subscribers may. not use their termlnals to_

communicate with any IRC subscriber, and vice’ versa,
nor may IRC subscribers use their terminals to communicate

bhetween each other. ,

’ The Commission released a Notice of Proposed
Rulemaking44/ on December 9, 1976 in which it ordered’
that an ;nvestlgatlcn, rulemaking and hearing be
instituted in this matter.

10. Resaleiaqdishgraﬂ Use of Séfvigggfandfﬁa;iliéies

T
1

Oon June 26, 1974, the FCC adopted the Notice .
of Inquiry and Proposed Rulemaking concerning resale
and shared use of commor carrier sgvﬁices and facilities.
The Commission invited cbmments on a number of issues
which raised, in various form, the basic question:

"...whether, and under what conditions,
subscribers of the various service
afferlnqs of communications common
carriers Should be allowed to resell

such services to others or to partici-
pate with others in the sharing or

joint use of such services, and, if so,
whether and to what extent the Commissionr
_shaula regulate any Such resalé or :
shareﬂ use., "45/ T ; .




'The Commission released %pe Report and Order
on resale and shared use on July 6, 1976, in which
the following definitions of resale and shar;ng were

established:

14

Resale is the subscrlptlcn to communi -
cations servites and fa§111%;es by one
entity and the® reoffering of communi-
cativns services and facilities to
the public, (with or withaut 'adding
valaef) fmr préflt . .

"Sharing v}s a’naﬁ@ptafit arrangement in
which se tal users ¢olldctively use “
cammunlcatléns ﬁérv;ces and facilities
pl@v;dea a‘carr r, with each user:,
omnyni®ations related ccghs

payln €

ass80c Eirther%ﬁlth according to 1itgsy

pxro Ia s "g é’ithé communicatiof f
faeilities."4b/ . - .

SEEVLGES}

P vt — iF

\‘lé’-_7

flndlngs af theEFEC Rep@rt and

£

"We f;nﬂ that there are. ﬁa eccg i .
: justlflcatlans £or the partial Petention'

"of such rEStIlEthDS, and we acc@rdlngly
find -unlimited. resale and sharing of
private line services (including those "
of the Internatlcnal Record Carriers)

to be FJust, ang- reasonable.  However,
the record does not Suppart any change
in the: restrlctlans on MTS.

, "

"We. flnd that an entity engaged in the
resale of communications servige is a
common carrier, and is fully subaect

to the provisions of Title IT of.

the Communicatidns Act," e

'Bégause sharing does not constitute
, the offering of a service by one entity
S to others forxr a Er@flt we find that
i entities engaged in Shaflﬂg arrange-
ments-are not subject to .regulation \
under Title II of the Act."' . b
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r‘rﬂ,

"We find. that ﬁLEh one exception, there
is no.reason to regulate a resale common
carrier any differently than any other
common carxier. The exception is that
we find the. public interest will be
served by allowing open entry Anto - the
market for resale sexryices, and thus

« we do not require a Special showing of
"public need for the particular service
nglﬁg proposed as a condition of
‘certification."47/

L

’ As .a result of this decision there will "be
a departure from the tradition in the communications
lnﬂustry where carriers owning and Gperatlng trans-
mission facilities genérally supply a complete

“communications service directly to th& ultimate user."48/

The impact of this decision could have a profound effect
on international, telee@mmunlcatlans.ﬁgf

Desplte various petltLDnE f@r rECQnsldezatlan,
the Commission affirmed its policy requiring resale

and sharing afaprivaté line communications services

and facilities in January 1977. However, it stated
that this lelEy would not be extended to intérnational
services at this time and that a séparate proceeding

wWGald be instituted in thls area,

/
B )

Earth Statlon DWB@EEhlP was an issue even ¥

11. ;Eirth Station Ownership

\befere the first - -commercial communicdations satellite

=
fors

was 1aunched in 1965. This was due to the provisions
of the Communicatipns Act of 1962 which provided  for
multiple owners of U.S. earth stations., In the Act,
COMSAT was specifically authorized to "own and
operate satellite terminal stations" when licensed

by the Commission. In additiom, the Commis¥ion was

authorized to:

"...grant appr@pilate autharlzaflans for

the construction and operatsion of each .
satellite terminhal station, either to the
corporation or to one or more authorized .
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© carriers or to'the corporation and one or
more such carriers j@iagiy; as will-best
serve' the public interest, convenilnce,
and necessity.,."50/ '
R N I
, The Commissidn's initial decision .in May 1965
authorized COMSAT to construct and operate the first
e three U.S. earth stations. -In 1966, the Commission
. changed the ownership arrangement and authorized
COMSAT to own 50% of each earth statfon and the carriers
- the other 50%. COMSAT was granted the responsibility
».£0r operating the earth stations for the earth station. ,
1®bnsortium. Thig ownership and operating arrangement,” even
gthough an interim one, still applies today.

The opinion that "the current situation lacks

cincentive for the recora carriers and“AT&T to expand

i the use of earth stations"51/ has been expressed by
some writers. - . 4
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G




END NOTES ~ Chapter IV
1. Transcomm, Inc., "An Analysis of Current and Alternative
- Regulatory Procedures for the United States Inter-.
-pnational Telecommunications Inéustry," OTP Contract
Repgrt l975, pp. 80-81,

2.  Ibid., pp. 81-82. | o .

3. Jack E. Cole and others, "Analysis of AT&T's Overseas
) Services Including Cost of Providing Such Services
Its Regulation and Evaluation of Possible Alternative
Arrangements," Office of Telecommunications, U.S,
Departméntfsf Commerce, 1976 P- II 13.

4, . FCC Initial Dacls;cn, We%te:n Unjon Telegraph Co.,—_
: 425 F.c.C. 535, July 23, 1958‘3 ) - - )
' 5, Richard Gabel, “Analysis Qf "Existing and Alternative . B,
-+ ""Arrangements for the U.$. International Record e
‘Communication Industry Including an Evaluation of
o s_Thgi;!;mpact on Qve:all Inﬁuaﬁry Per formance," OTP

P

' iECC Flnal sliéy Statameﬁt ITT World Cammunlcatlans_
' f'bruary 26, 1976 Appendix C.

ema:aﬁaum Qpiﬁl@ﬂ and Order, Operations Between
gn Points, Docket No. 20778, 59 F c.cC.

g. Transcamm, Inc., p. 82.
L

9., Frank P. Grad and Daniel C, Goldfarb, "Government
Requlation, .of International Télacammunlcatlcns,“ OTP
Contract Report, 1976, p. 91. . <

' 4
10.  Ibid. A
11. 47 u.s.C., Section 202 (a).
12, Transcomm, Inc., p. 70.. LAY
'13. . Gabel, pp. 35-37. L o .

4.

WRa Golafarb, pp. 134-135. .. .

15. ‘Transcomm, Inc., pp. 144-156.

64




16. Transcomm, Inc., pp. 15-17.
‘. + o .
17. 47 1.8.C., Section 24

hs . 2T Rt
R, H

\18. FCC N@@iéa of Inquiry, Future Licensing of Facilities,
Docket No. 18875, June I0, 1970, pp. 1-2. o
: - ;.

19.  FCC Statement of Policy and Guidelines, Future
- Licensing of Facilities, Docket No. 18875, June 24,
! 1571} ppn 2*3; ) i ' .

x Sk T,
20, FCC Further Statement of Policy.and Guidelines, ..
Future bicensing of Facilities, Docket No. 18875,

) Novembey 19,1978, pp. 9-10. | V4

21.7 '1bid., p. 8. .
22, 47 U.8.C., Section 701 (a).
FCC Memorandum Opinion and Order, ITT Cable & Radio

23; il e ==
Inc, et al, 5 FCC 2d 823, December 7, 1966, p. 832.

"

~ 24, FEC'Meﬁérandum Dgiﬁi@ﬂ,‘@fder, and Authorization,
AT&T . et al, 13 FCC 2d 235, May 22, 1968, p. 252.

25,  Office of Télecammuniéaﬁicn$ Policy, "Reécmménﬂatians
On International Telecommunications Facilities
Planning," December, 1975, p. 7.

25“31 FCC Memorandum D@inﬁén. Order, . and Authorization, /

CATET et al, July 7,) 1962, p. 27,

27, ;biﬂ,
28, Jack E. Coleé and others, "Accounting and Settlement
Arrangements for International Message Telephone and
. ‘Telex Berwvices, U.8. - Foreign Routes," February 24,
o 1976, p. 4. ' ' ‘

29.  Ibid,, p. 5.

W

30, . 1Ibid., p. 34. o o\

£

A

'31. - Ibid., pp. 50-~51..

32. FCC Memgrandum Opinion, Order, and Authorization, -
Circuite In TAT-6 and CANTAT-II Cables, March 8, 1977,

65 .. R




Richard J. O'Rorke, Jr. and others, "Review of AT&T/
BPO TAT-6/CANTAT-II Application of January 27, 19763
April 13, 1976, p. 32. _ x&

" Transcomm, Inc¢., p. 49.
Tbid., p. 53. y F

_ FCC Memorandum Opinion and Statement of Policy,
Authorized Entities and Users, 4 F.C.C. 2d 421,
July 24, 1966, P. 436.

FCC Memorandum Opinion and Order, AT&T et al, 37 FCC
1151, March 17, 1964, p. 1159. et

Cole and éthérs, "AT&T", pp. VI-11l & 12.
FCC Final Polic¢y Statement, ITT World Communications
et al, February 13, 1976. —

Gabel, p. 73.

John W. Kopinski, "The U.S. International Record
Carriers: An Overview," October 10, 1975, p. 1.17.
PCC Preliminary Sﬁatement, Férmulngfesgfibed,ﬂndgr
Section 222 of thei§émmunicatians'i¢t, December 22,
1975, pp. 35-36. —

/

pistributiQn of Unr%uted Telegfaph Messages," June 2,
E L pi 29!‘>

John W. Kopinaki, ."The Interna;icnal.F@rmula for the

FCC Notice of Proposed Rulemaking, Interface of

Internati@ga;fyﬁlex Sg:vicg?withrDcméstiggielag,and
?WK:Se@vi§§§}_DG@két No. 21005, December 9, 1976.

FCC Report and Order, Resale and éha;ed,ﬂse,qf
"Facilities and Services, Docket No. 20097, July 1le,
1976, p. 2. ) }

-

Ibid., p. 4.

Ibid., pp. 4~7

fa ]

’ Ibid LI J P L3 8 N . « : B é

e
Péd\ll .




49,

50.

51.

Jack E. Cole and others, "Review and Analysis of FCC

Report and Order Concerning Resale and Shared Use of

Common Carrier Services and Facilitied - International
Aspects (Docket No. 20097)," Office, of 'Telecommuni-=
cations, U.S. Department of Commerce, 1976, p. 6-18.

47 U.S.C., Section 704 (c) (7).

&

“Transcomm, Inc., "An- Analysis of Existing and Alter-

native Roles for the Communications Satellite ;
Corporation Within the U.S. Overseas Telecommuni-
cations Industry," OTP Contract Report, July 14, 1975,
p. 87. ' '

4

d
&



2
B

v CHAPTER ¢V %% 4

ALTERNATIVE INDUSTRY ARRANGEMENTS SUMMARY \V

A. Introduction ' ‘ o
‘This chagter summarizes the alte:natlvas which were
developed in the major studies referenced in Chapter I,
Section E. While there may be additional alternative
industry arrangements for each industry segment, only
those presented in the above studles are summarized.,

The alternatlve industry arrangements are divided
intp four sections: single eptity, record industry,
AT&T, and COMSAT, .o : :

B. &ingle U.S, Internatlénal“Teleccmmuniéat;ans Entity

s S

" The GDDGEpt of a s;ngle entlty, rather than mhltlple
1ndependént carriers, to provide international telecommuni-
catjorig® EEIVLCE is not new. The majority of studies in
this: area ‘has assumed that the single’entity would most
.dikely be' a carrier's carrier, like COMSAT, and would
.érav;de all the transmission facilities (5ubmar1ne cable,
satellite, high frequency radio, etc.) rather than the
services at the retail level (i.e., telephony, telagram,
telex, §f1vate lease, etc.) There are a nggber of issues
such as competition, innovation, and the complexity of
service and customer needs, which are generally accepted
by these studies as precluding such a consolidation at
the reta;l level.

1. S;ng;e chgrﬁmentaéwned Entity Alternative

gcvexnment entlty alternat;ve. The U S “has n@rmally
viewed telecommunications as a basic service most effec-

* tively provided by the private sector. 1Indications are

- that the relative cost of service. to the consumey, is _
much highex in other ﬂevelcped countriesl/ whére gbvern—
ment entities provide the services. :

Bégides béLng a alngﬁ the existing pattern of
- free enterprise, the eg Eﬁ 1shment of a single govern
ment-owned entity wouldvinvolve a number of major /
Practigal prgblems, Karydes éwiarves that when a goverJe
‘ment entity is involved, "Funding of telephone servive
has had to compete witly other apd usually more compelling
demands upon government funds. "2/ It has also been noté

et
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that "Agmajsr prcblem at the Gutset of melementatlan (of
the single entity) would be indemnification of COMSAT and,.
other carriers."3/ As far as regulat&@n is concerned,
Transcomm states "Intensive regulatory affort would still
be required.... The current Postal Hervicé organization is
an example of this situation."4/ Gabel observes that a
government-owned single entity would prVldE "even greatex
@pp@rtun;ties for establishing additional vice-presidencies
in a regulated, goverrnment- sponsored monopoly."5/ Another
factor to be congidered is that "the loss in revenue to

- the private se E o1, of the economy would not be insig-
‘nificant."6/ %&‘”' : ' : -

As far as theoretical baneﬁ;ts vetsus ccsts aré~
concerned, it has been suggested that! "$uccess of such an
entity would depend on the government's ability to insuldte
it from 'political influence andi#to provide it with a 7
-_certaln amount of Qrgan;zat;anaf'lmdapﬁnﬂenaé so that

lt wculd have ;naent;ve ta aperatéjefflﬁlently.“7/

 2. Slngle EI;vatelnywned Entity Alternatlve

: ‘A cans;derabie ‘ameunt of research has been
ﬂeveted to the concept of a privately~owned single entlty
supplying international transmission facjlities. The 1968
Presidental Task Force on Communications Pallcyﬁf advocatgs
the establishment of such an entlty and §Tcpases that such
an entity would: . . f,_‘

a. Promote f32111ty aptlmlzatlén and ach;eve :
Available ecanam;es of scale %g ‘
o i i ¢

i

_b.j\Further U.S. foreign policy objectives

- = ) 5 hﬁ o P ) i .f : N
c, -Help resolve the anomalies of COMBAT's role .
and fun:tlcn B -
d. esolve the problems of theAAEC industry ,

e. Improve the Prospects of effective regﬁiéﬁian

ThHe report generally concludes that the then existing '’ o

telecommunications environment with its attendant problems,
many which still exist eveh today, presented insurmountable
problems with respect to effective Compitition. Unstable (
competition between the transmission-guphliers’ would lead

to requlatory safegquards, thus permitting the technologias
to develop on some basis of accommodation rather than cost,

e
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The slngle entity wauld ‘consolidate transm;ss;an .and
switching plant. of the carriers, explc;tlng éGDanl
s¢ale without any preference for either technmlggy
e¥fecting this transmission highway or pipéline,’ ccsts LS
would become easily. identifiable and’ rate structuxefwauld EU

become simple. . v N

“In Eummary, the Rostow REPDEt advagates a 51ngle
transmission-only entity which would be Subject to .
strengthened government regulation, and would not -erigage ,
in domestic services or manufacturing. Should aﬁSlngle e
entity not be adopted, Rostow advanced that ‘the  tapabil-
ities of regulation be augmented along with the’ :
development "of rate-making abll;tles 9/

<

er studies generally conclude that no pressing

cage . can be'made for a single entity: Gabel notes that »
 the 1968 report offered little supporting material and also,
that ”Wh;;e conclusions of faith are necessary in the
ﬂw*wmrel;gxﬁus é@ma;nsﬁthewaareqpng:iy—whEﬁ”cﬁﬁfrDﬁtéﬂ’Qy the

realities of corporate objectives. "10/ :Black goes into

extensive analysis of the thégretlaaliassumptl@ns and

concludes that, "8¢ far as'technical and economic

tonsiderations are involved, the argument far a single

entity combining satellites and éables loes not seem to

be so strong as that for single managemdpt of cables

and single managémént of satellites. - The arguments are

even weaker if a pgllcy of single technology per route

ig. lmplémented "11/ ' .

B If Qne were to. KEVLEW the various Q%%—Ep@ﬂs@red
Stud;as, a’ number of key factors are indicated:

Lo

' a:"The achievement of greater ECGnGmLES of
apale through creation of a single entity is not necessarily
A Xeasonable expectatl@n, as noted above

ﬁfis of scale did

b. Assuming .that ,such econo
oeur, there 1539@ guaranteéﬁthat the savings would be
£lowing through to the consumer. 12/13/
\\é
. ©. The presumption that foreign: admln;stratlans
wonld agree to competitively reducing rates’ clearly
upgears to be unfounded. 14/15/l6/ o

/ Ih , w
\\ ‘ ’;:,ij - ' : : .
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Iid

é;é Rather than sxmpllfy ragulat;cn, a singl

,tlty could bie much more dlfﬁlcult to regulate E7/18/19/

‘e. However llmlted the degree of presént GDmPEtltlQn,

the. substitition of a pure transm1551cn maﬂap91¥ could have'Ai

gerlcus ea@namla and social &rawbacks 20/21
gr!

*  Aside From theiEEy factors wh;gh ccnfr@nt the <y
assumpt;mns of the 1968 Report, a number of more pragmatic
problems have been recagn;ged Transcomm notes that eacdh
of the-existing carriers -serves a "different submarket
W1th congeguent dlffer%nces in orientation, emphasis,
personnel and. the like.¥ Choosing any one of these entities
will requixe substantial changesi., "22/ A related® view
.from another study concerns the influence which operating
carriers would refdin in the industry once a single
entity wag aﬁtahllsﬂed - Gabel states "There would'be no
,ﬁalternatlv& ag’” transmlsslgn suppller, nmerely dlfierant
%techncl@glaﬁ ‘at probably. uniform prlces “23

as resultinyg from this alternative. Transcomm“notes that
"Although fome . regulatory problems will be mitigated...
‘'others will not and new ones may he added,,,. .The regula-
tory .authority will have to ensure a balanced and efficient
‘carrier polioy to control rates, if not' develop new forms
‘of regulation as well. "24{ Gabel observes that there would
be "a substantially greater need to condict cost studies
Fhincy - ' sgparated’ basis, hy service classification" and
"far more intensive' scrutiny of carrier "investrient
‘fi—l‘lﬁ would be required of the Commission than has .,z
SelX exeiaised heretofore. , And it would not be aided-by -
ersary presantatlan.“_“/ Yet another view is that "most
the raquired tools (for ragulatlng a 31ngla entity).

¥in to be davelapagg“zé/ } ,

Th&re are aisc a number of subtle Efablems which
could arise in the case of a single '‘entity transmission
supplier. The «consumer rates for services over light
traffic routes are at the present time cross~subsidized-
by the rates for services over the heavier routes, In

the case of cgnsuiner rates for international telepbane ,
service, it weulﬂ appaar that light traffic routes are at
present &\ by the heavier routes, as the Basic
(weekday pd :ate is essentially uniform over most U.S.
overseas p' Whlle none Df the stud;és Endﬂriﬁs cross-—

Eubsldy, £
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cable seivi "ﬁﬁ;ﬁheéhigher-céSQ'rcutesliiie,, thin -7 -
routes¥."27/'th a somd®hat similar vein, Cole suggests

that, while thpre is some evidence that a degree of geogra-
phic cross-subsjidizatich may exist within'a particular . =
internatiohal service, "it is not suggested that this
. should automativally be translated into higher rates here
‘versus lower 'rates there, as there are many other congider—
atians."28/. f . . :

Gabel imndicates that from a standpoint of histori-
cal precedent, the concept of a single entity is not -
‘desirable. He observes that a report prepared several
years after the 1928 British merger of telegraph cable
and’'the newer (HF) radio services concluded that *'the
radio companies which joined the merger appear to have
‘suffered.disproportionately due to the fact)that the cable

- intérestslhave~heeg protected to the disadvantage of
5radiﬁ.“§£/1Anmther{casé’Gahgl referenced was the 1943
consolidation: ¢f Western Union and Postal Telegraph, where
the merger not only failed to solve the problems which -

77 7 faced the firf@ but also compounded them by capitalizing ...
‘the.value of the previous entities and by eliminating =
service competjtion.30/ He notes that: "While the compission
would exercise 'gverview of the rafe:bBase investments estab-
lished by the mew carrier, non-plant elemepts (organjization,

“'franchises, efw.,) have the facility of getging,int@ the
(new) rate bas¢ in any event."31l/ S ;

The prgblem of how to efficiently promote two ar
more competing transmission technhologies and to ensure ,
that both are fully’developed and omically exploited
are serious obstacles when considé ' a single entity :
alternative. Whether or not a sing¥& entity would accom-
plish this .task is unclear,, although U.Ss. policy .with® |
respect to-technology is specific in this regard. The
- Commission stated "The public interest requires that we - "
. -promote the continued development. of both cable and i
‘ satellite technologies and their most effective and timely
‘applications to-meet fu§t9er requirements for international’
communications $ervice"32/ and this statement has been
confirmed over subsegquent years. Yet another consideration
“is that both satellite and submarine cable have continued to
undergo rapidiand substanti#al technological improvement' over
the years, with neither becoming the dominant high capdcity
source. In this regard, Transcomm observes that the gingle
entity approach would not resolve the problems of propox-

* - - i
s : . - ¢ 4
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f’@ional £i11 and composite rates. Transccmm States, "The
RN“Iormex area. w1llts§ill be a problem related to new jinvest-
f ment decisions, espeéially on existing routes that have ’
.excess satellite br cable capacity or ones “for Which:
v‘foreign entities have developed a strong- political
.‘position.".l/ Gabel notes that "We can anticipate that,"
,fglven the opportunity, a transoceanic cgisenwﬁnstrumenﬂ
'~(sin le transmlss1on entity) would, promote ‘system optimi=-,
o zatj‘p~_7ly in the senSe of... maintaininge ket dcminas'
»j*tion e Yﬁ\'b' . : .

o . ﬁﬁ final observation on . the pgtential technological

. impact of a ainglé entity is "Any trend toward'development

~ .of satellites: to ‘the exclusion of/cablesﬂmauld decrease -

" ‘the reliability (i.e., redundancy and diversity) of the

{.vcommunications system since ade uate ba¢k~-up faciliti .
rwould nqh be- availablifin case gf,servrce outages égﬁééfj

4

The 1mpact‘of a single entity upan research and .

development raises-a number offi questions:’ Transcomm = - Can

.implies. that the R&ﬁ‘functions, including submarine cable,
could be transferred to the single ‘éntity. Transcomm-
'states,v"Alternatively, ineluding the cable . fésearch,
‘devqlopment -and, manufacturing organizati 18 of AT&T- and ITT
would balance the satellite research’ and velopmeht ‘

capability acquired,from COMSAT,"37/ ‘Cole, however,
suggests that it would be diffiCult,if not im99951ble to do,

¢

7

"one solupion might be. for some - type.of contractual ‘relation<. -

'ﬁ'ship to be established betweén the nEW‘campaﬂy ‘and Bell

" Labs/Western Electric, This could prove troublesqme to -
;~.effect as it would clearly require . BT <§;aticn. The other
ap roach (L.e., break. off - those assets - Bell Lahs/ T
Western Electricﬁneeded for submarine’¢able technology)
does ‘net appear 'to be- feasible eiﬁhef "eh/ It should be
noted that Bell‘ Labs, which provides R&D for both AT&T

and Wéstern Electric, -is funded! approximately 50/50° by
Western Electric andyAT&T the latter. through the License
~'Contract Fee accessed by AT&m.Headquarters (which is a
 per¢centage of ' the operiying‘revenues of the opérating
telephaone companies) . S .

.\ .“. -u .1, L3

: . Flnally, the pbtential feaction of tha for21gn
correspondents 'to a single U:Si entity is viewed somewhat:
-differently among the studies. Transcomm suggests that .
"ConSolidation into' a single entity would(gene:ally lessen
the ability of foreign entlities to - -diregtly: infl ‘ence  the '

growth of one *transmission mode over anotHer."40/ On.the
-Qother. hand,’ Colé obsérves that while there: would be a -

_.number of potentlal bénefits in thls«area (i.e., reducing
confus1on and promoting a. stronger neg@tiatlﬁg pbsition),



7. # "_, . . .
i% be a, naed f@rfc&nstant ‘and effective regula?
tasy review, hcweve:, to make sure’'fhat there was. n@
collusion of undesirable. tr;aenffsww;th the féreign

Gﬁrraspandents.fﬂéf;» . ) 3
. C. Alternativé Recard Inéustxy AE:angemEnts A_‘

S The 1nternatienal recard carrler structure

is dominated. by three 1arge carriers, RCAG, ITT,

and WUI. A fourth, TRT, has been expardding in recent.
.years and the two remaining IRC's are the relatively. .

small carriers, French Cable;; ‘and U.S.~Liberia Radio -

(a Eirestone éubsldiéry) “The struﬂture could be deserlbed
. as. ‘%he end result of a, lang histDEy of! regulatcry attémpts
. to -prombte. competitionithrough muttiple: caEE ers,beg;nn;ng

Wl

e "

with.ithe Dugl;cate_21rcglt Policy of 1928, Deggpite - .7
_relitively ormidable .opposition” from the fare¥ i ‘adminis-
trations :im thé'1930's.and 194Q's, the regulatgr ubstan—- ey

jally achlEVEd th@ original goals. _ n .

oS Fallaw1nq the 1ntré§uct;en of lnternatlanal submarine

' ' 'telephgne cabl.is (1956) and.;atellite service '1965), '
.the rapid expansion"of. international telepheny resulted

in the decline of ¥he international rec@rd industry from
its former- dotfiinafice to. appraximately 20% of the inter-
natiénal c;rcu;t ;egulrementé in recent years., .

. b=
o Message ﬁelagraphy traffic grcwth was‘néﬁlnal pr1@r= %}"
fta 1956 a néAs;gggf;canply lower thereafter, whereas tele-
' phony traffic was’ growing at .a substantlaJ rate.43/ (see .-
Table 5~1.) . Ine 1964, the FCC 1n effect dllocated the
.. alternate/voice data (AVD),, ma:ket to the IRC's via the
" IAT-4 decision. - One 1ndu5£ry authority suggests that the .
‘reason for this decision was concern that telegraphy, the
“'major revenue source of the. IRC's, was slowly 'dying and ™ ;
that the survival of the IRC's and the various services . ¢ % "
- they supply could be in jeopardy. 44/ The fact that .the IR
. 'tecord indfstry is reasonably healthy today howevey can' ', -
4 " ‘probably be attributéd to the rapid growth of .telex: = AN
1 © service replac;ng declining telegraph revenues ‘as WEll . @
-as to the all@catlgn of the AVD market in 196%fe ST - H
. 5\%!5, P
R The fcll@w;ng gumma:y examlnes various alternat;ves
R “for lndustry structure or regulation of the sinternational .
record, carrier industry and also- examines the gubjegt «of , + TR

P

compet n and 1ts likely lmpact o - P
R g : K . &8 .
' ' IR L o “'1\.‘ ! ‘- =T in | : | ' ‘h-( K
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‘The majqr study of alternative industry structure;

'fgrithe IRC'8 was .conducted by Richard Gabel. ﬁe first

‘. whic:h Gabé‘l ‘mﬁkes thé fallcwing gbsgrvatians- f{f‘rﬁ

SRR develépment, éf pcgs;bly all.. three.“dﬁf - K

\»taughﬁness in administration

. o internaLizaﬂ tc the Earrierg.",

fjfaé;litlEE can contribute to h;ghe; ¢osts,. they\@re not . -

alternativéﬁ@@nsidered was retention of the sta us quc in

s

ik

"[J]uﬂging,-howevar, from ﬂﬁe earnlnqs‘hﬁgtpry ﬁﬂ
.,0of the record carr;gr§, savings. ?have been;‘

U"I

} : ,'? . . E . 13! !1‘ i, bﬁ’“ hﬁh ;{*
" "The, perhlsténce cf excess trangmission o
M gapacity 1y the 1ndustry is indicative of. &

b

V l[' . 'poor ihvestmént timing, overly thimlstic T
‘demand fgreégsts, a penchant for rate, base ‘ﬂ\

T

e | Alang thasa ‘same 1;nés, thé 1966 Stanfgrd Reseaﬁeh o
Instituta stutiiv sugg‘ésts that there is substantial dupli~. %
catiﬁn of. . IRC ﬂvestments (Eémguter sw1teh1nq and,t ﬁnSﬁ'”" )

.mMission facilities) with the :esultant effezﬂ @f g ;ea51ng
,,EECJS’EE 477’\5 R @ , T

R,

Gabel c@ncédes that "While redundancy of plant "‘if7,§
B -

necessarilg&scntrelllng "48/ G;ven.ghanges in the statug .
quoy "More“effective managemefit” (brfught on by) grgater ,
Y the' GDmPet;térs can be " ?@ o

_ more pérsuasave in affecting Dveraligcast q§»@peratién,"49

' cgmmunlcatj%nfcugtamers gf have two,- “Whree and asgdi ﬁany as f

": Eammunicatlgns Act'of 1934. was wrltten 53/ The ex;sting

Presently however, "It is common. fcrélarge igternat;anal

five teleprinter machings sitting sidéibyﬂs;de...campetitlgﬁ'3
(under - these clrcumsta"c s). 1nvar1ably'generates duplicate

facilities, and-addit+dnal costs,"50/ Gabel then goes on

to note that, "It is not clear whegﬁér the advantages, of

v-dupl;cate suppliers autweigh thesa ccsts."Sl/

*Past regulatory: dac;sians have been - suggest tc L
"bode more strongly of cartel management, rather théan
public interest. ragulat;cn. The Commission appears  to

'fhave been concerned that each.member of the industry
obtdin its 'fair ghare' of bus;ness.“sz/ As' one lnauﬁtry
~authority remarked, orientation of much

exlstlng regula- .
tory policy is'toward "money honesty" (i.e., keeping the

books' properly) rather ghan efficiency; much of this is .
traceable to the thinking reflected at the time the % T f';f

!

-



! : F.?-"'A L ' .@ , . L -
f.legal reqpirements force tﬁe 'IRC"s tg conhect
“their circuits between the U.S. -gateways and 'the hinter— -
" ‘land via other. garriers-aWestgrn Union primarjly. .While :
the IRC's ard. literal»“‘%l‘qg ted the.AVD market (AT&T is-
f‘barrad), they aré sametimes. blocked frnm uti;lzing more _ _
 efficient multlglexing‘taﬁhnlques -and séVérél fEStraé ;
:frém aﬂi markets X;g:e gyen a madicum of Compyter pro éasg )
‘ ﬁ LY :. ‘dl

H

LIRS - ) . . Sy
i - v

t

R e While Ehere haVe bg%ﬁ some technical lnﬂDVaticn
' ‘and s@me substantlal rate reductions in.the private
Y lease area, rate reduct Qng 1ave gknerallYbean Eesisted L
“. .. -in the public message areay—In this area, the carriers 'v‘ ‘ﬁﬁ
' - prefer. £o cémpete on the bagis of 'seivice" ‘enhapnceément - v .,
rathér than-price. Gabel suggests that "On the Surface, A
~afd in'view.of the past level of industry earnif#ds, it
. would appear . that congiderably larger and- More .. .,
widespread rate réducgé,ns could have been Drdeféﬂﬁé ' S
ﬂrwafter ;nvestlgatlan." SRR S ‘

i‘..
’\,

o Whlle it has- been suggested that a hl thel degree ;
"of coppetitiveness would'resolve the rate tédugﬁlﬁh .
.issye, recent events highlighted by resale anq Ehar;ng Wt e
of .gervicésg amd. facilities would appear -to be ‘reading :..v 4
. _taward more cémpartmental;zatiﬁn of the lﬂduﬁtry Thé

., recent Report and Order of the .FCC Docket ©On. Resdle and

.4 Sharing,.No. " 2099% and the: Gorffputer. Inquiry -Dogket’ = ~ v,

" n.No. 16979 propose’opening the door .to an u 1;m;ﬁéﬂ co .

. humber -of new, carriers authaf;zea ko campé&e agaLRSt b e

" the IRC's. .ih- thalr private - leage markets, to gell new o

' .. computerized serv;cea, and in some cases to Passlbly

' . engroach upon various existing- IRC markets. ' ag nOted

| previously,zhe IRC's could be effagt;velyﬁbarrgé from
" the new marl ts (unless they'establlshed ary! s-length
A {subSLEiarlesr althcugh the lfne between mha;geﬁﬁéﬁitutes
L @ basic common carrier service and, thels§mé ServiCe plus
v a ‘modicum of computer’ pr323551ng,'g§ noft.c¢lear, The
 ".complexities of this situation have not ‘g:“been resglved,_
- the Report and. Order  (inteynational asgegt} hag been
. stayed and.-the Computer In ulry\cgntlnuesf Cole hotes
that-opening. TRC private, leasg markets®to extepgive .__ .
ccmp't;tiénamay ercde publlc essage Eerv;ces as wgll.éi/'

L .

_._7.*" co o .78 f’_ o _ §_ § o “;f
Cooa ’ o oo . - f;ggsgﬁﬁffg
L v i ) ot ) -f !-i’
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.27 More Effectivé Regulation Alternative

W

BRI . o SR P o
o . ‘Gabel indicates that more effectivé Egulatiéﬁ
could effect substantial improvement without¥equiring , -
% ) ‘restructiwring of the, IRC industry. He examines rates, = -
ﬁf‘ observing that essentially the same rate structure has
been, in effedg for 50 years and that FCC activity in
" this 'areas has been notably .absent.28/ This-study.
‘observes thatﬁ“Thg_féwxnajcr;:ate-reducticgs-which o
havé taken pldce since 1958 (telegraph rate case) have
been largely in the igtef?atianalﬁpriyate'1iné'graa with
s+ limited bengficiaries,"39/ =~ o (
ﬁ“fii.' S jGapel&sEggests that there is @pp@rtunityqur\}g' #w
- restructuring’ of rates, "The facﬁpéhat‘theainiustry. "oTw
. has maintained “the “present message-rate structure,virtually s
. Intact. for gyEEWfiftyvyears-m?y'be‘evidén23‘§f~its 60
”glaifvcyanga or:it may be eﬁf&énee,éf ossification."—/
He suggests that. the Commission investigatp thé rate
pattern of both voice and record :(telegxdph, telex,
data chahnel) seérvices. - The, logic-of natfirelationships,
such as-disparities in'rates (where,th& wdke:to one point
- iigslower than- the .rate tQT§l§1G$Er point) is one area ol
- .8uggested. for exploration,2=/ gpllowing these steps’, . B
‘Gabel regommends application of #the "Bellwether Doctrine" .,
‘The Bellwether concept:refers to the ‘1958 Commission - r
statemjent, "we intend .to authorize a level of ‘rates -
hereih ‘'generally designed to meet the fair rate of retun
. regmirements’of the most¥profitajpli neral service ' -
.’carrier, ‘which we hdve determing B_RCAC for the
purpose of this proceeding."62; REEA -
e .ot Jproce —=

v

. . _ ) TR AN L :
n . As far.as impac¢t upon in$§;tmentgis:c@n§ernea, e
’ Gapnel observegs- i, S I ol B
U "The ‘ipdustry has .been characterized- by, excess:

. .capacity in-transmission;facilities,  significant® -

" redundancy in customek .teérminal equipment. _

(printers)- as weil'aS’suspectéd over capacitys

‘of switching and| computer equipment. More
_ ;. decisive regulation could improve these situa-
o ‘tions even undey ‘conditions of ‘ifadependerit =
e - carrier operatipn. A firgt step’would -
require universal intercdifiection of all
record carriergl. Application of.thé "Bellwether"

-




WO | 'doetrine might compel the less efficiant’
: R carriers to explgreﬁlease arrangements o
, N dn anather 8 camputer aﬂd sw1tching -
£ ~ ,};j~systems N .
. Review of the Autharlzed Us®r decision (11m1t1ng
COMSAT tD a carrier's carrier rqle) is suggested by :
Gabel as a means .-for elicltlng morg competition in the -
AVD (private lease) market. "Whife the market st:ucture
. of the international communications. 1ndustry ‘is ogtensibly
QlngPél;EtlE, effective c@mpetlt;on i ,minlmal"54\ Gabel
points out that'on one hand COMSAT is agsured a market

thrgugh satellite ‘and cable "balanced .use' pﬁl;ClEs, and o
on the other hand is prohibited from élrectly serving jk e
the market through the Authérlzea User Declslan ﬂg? by

Gabel suggesta ‘that, "At mlnlmum a - rule=mak1ng
A prccedure would ‘have to be. undertaken by .FCC on the" 1ssue
- of mandatory interceﬁnectlaﬁ and recision .of the C
Authoriged User doctrine."66/ Gabel’ further suggests
that should f;ndlngs -affirm these’ actions,, a two-year
interval for review and monitoring of results would be.
G estﬁﬁl;shed and that this would not substant;ally 1ncrease
® ™ tHe.xregulatory workload as the FCC would bk m@nltaxlng '
= iwthe IRC act;v1tles in ang event. ,ﬁ/ i;g: - ) -

, ,_Gabel suggests that a gréater ﬂengE Dﬁ R
campétlﬂlvengﬁs would,br4ng .about ‘& number of benef;ts.'“
Hesenvisions the entry of. CDMSAT and the "re-entry of

... #PTRT into the AVD market as rlngégg a higher degree Gf
v ‘fa‘1ncent1ve pricing. to. ‘this market. .Further, :"Under

- »ccndltlans of. maﬁﬂatéry 1nte§¢annéct1@h (and $;gnal -

: Uy ) customers would tend.tq revert té»slngleff_
U rmAT “;ach;nes. Depending ‘ugon market’ .pressure and
e .state of " éarnlngsg the Yecord carriers might ‘enter into
oo negét;atlcns for utilizing each other's. spare switchinly

agagac;tles _ﬁf The study suggests that technological *+
campetltlcn ‘would be adcelerated by the entry of .COMSAT ,
Ce ] nta;ggmget;tlan for the AVp'market and that this 1is would . .
© gpur innovation. On Ehe otlfer ‘hand, 'it has heen suggetted
tha# thé AVD market ;s - Esgeclally 1arge nor is it.
likely to grow exorbite ntly /. Gabel also sjuggests that
as there are service tradegffs, sﬁch as inno rative
‘pricing in the public- messagé are; (telex\gndjéelegraph)
N\ .1ncreas?d ccmpetltlan 1n the prlvate 1ea$e markets might .
gresult : A . ff“ = : N

A
e




7@tém§at;b111ty are viewé d as. llkely;ta M hriot

*ff 3.ﬁrDuopély Ser&iaa Altafnative ,“'fﬁif”

{requlre 1agislative change.;;r o

" would -algge. aPply to the othe
d;scusségﬂg=!, . B

éwahlﬂ be ralat;vely diverse
+ mission suppliers engage 1n‘ ~d
there. would be no: assurance "that -the, bulk of ahy ggst

o ‘reductions would be: passed on to th §ub11c w76/ le N
JAndicates th&t creation of a divestdd dable. entity 'would ', - Lo

v

‘Pdriety of new ones .~ Gabe
'stat;ng "The carriers cannot be ‘scored’ ﬁor Qperat;ng 1m

“their own carporate interests.. The i

]C@mm;sslén continues to assume, the role: of cartel L.

d s

I )

h ‘*Gabel Examinés the various Pﬁssibllltlés for a Tf ;d@f\

ﬂuagaly and conoludes that the most feasible -duopoly.
situation would be to establish two separatéed transmissign
companies: COMSAT for. satellite, and a ccmpanx represent;ﬁg L
the divested overseas operations of AT&T Long Lines. Dig- -

. tribution facilities will continue to be maintained by -

the IRC's and the Bell System. Sueh an: arrangement wguld

4 )

Gabel qpservés .that w;th the IRC'S out Df the"’

'transmlssién facllity buginegs, there, might be héad ~OR"

rate” §Gmgetit;cn betwe p the two. transmlsslén suppllers 2{

.. The" study ‘qualifies' th¥$ by also. noting that "they could
i settléﬁ;nta amicable market division' arrangements; beea- . -
”sl@nally stroked into legal frenzy as new ccnstrug_ién

authg;;zatlcns are submltted by the cgmpetlt;an "

“ Gabei suggesps that "To thé?é ﬂ?ﬁt that Piiﬂin?'

of ;overseas plant reflected ¥ ceal :Qstsp more .rational
;~ecénom1c decisions could evolwe.

IRC's throlgh

A7 . -
ﬁ%can%,éﬁst ‘savings cpuld ﬂ?X§l§P-§m°§ i‘ally univer- o
=] ; ¥ 4 . ;-

un;varsal i tercannect;én "
gal® lnterccnnegt;an améng ‘the IRC's pl¥

savings. in customér té&rminal ' These benef;ts

;gwhlch Gabe}

The ;mpact gf a. -

we aséhme that thETtrans--§
.competitive pr;clng -

resolve many of 595 -old Ergblemé and could create .g - . -lggw
summarizes the situation, by T

effective fedetral ‘regulation.,.; The duopoly fnarket arrange-.
ment - ccu;d easily. deVéiveaante a replica of /the current
s;tuatlgg ynlegs accompanied by aggIESSLVE regulatory R %
action."f2/ Gabel further points out that' "If the - ¢

,1ng Flhk has been

ger. .. relatively—little would -have baen acccmp= .
VlEhEd ?_g/ : o K o < owl “u g o S ¢

o ) .

o ;-‘ ‘ . ) R \




, aththa carriers ﬁéulﬂ rasidt
,_"In ‘the cagpev DixAT&T;
dh%es bpérations, would. be an
s : BhE £itruét suitgg}reaay

<1 tiled by tHE: WNlth rega E

% . “buying ouf thé R g ibmar i na"ah i v?&ééllﬁi&&y Gabel .
states "It is di oYyl rtéuéﬁwisa &"how these resources
f(rexmbursemaht fréf-afﬂ cghle éntlty) gculd be emplc:yéciﬁ .

In the case of CQMSAT Gabel h LR
’-relatlvely unscathed at '

the 1n1tlal stages¢pﬁgdu9paly put "if the. Commission

were to alter- the 'prdfortiondte ‘ugsé' doctrine and the

landline (terrestrial) ‘carriers- ‘cliose to exercise a R
!least cost' chdice .in favor of cable technology COMSAT - iy
would be sﬁm elled to adapt more pragress;ve prié;ng ’ L.
pcllcles 82 ,

_ : Tr fé:31gn ccrresPandénts, Gabel suggests, could
_be unhappyL ith® this alternat;vegfar several reasons. The
.+ new cable carrier would have to dssume the liaison rela- .
o tiDnshlps now separately maintainéd. by AT&T and the IRC's. .
On the other hand, "it is doubtful™i{f the Iatter (AT&T and %
© IRC's) can be readily ousted from their previous negotia- .
B L tigﬁzxale.“ﬁé/ In this regard, Cole suggests that the new

cab#fcarrier, not having the power and prestige of an
; operdti carrier, could » subject to exploitation b
2P 9. . BE He also natesPthat, in 1;§ht

fogﬁgn aﬁminlstratlgns
‘of is, should the new. cablé company be the negotiator,

° * "the regulator can. monitor the negotidting process bat -
ngt Part;clgate 1nﬂit, (therefcre) ‘the prabab;lltg 9f_ '

_ As fé; as lnnevatlgn ig"’ égncernéd whlle Gab¥®T
suggests that -duopoly could serve to. .&nhance - servicef‘v
§ innovation, "this #Huld Ba dependent upon’ :egulatary T
' activity or 1nactiv1ty."ﬁ_ The kdy o enhanclng ipno=
- vation observed in this study is to make" price.the

determlnant of ma:ketablllty of thalr @E:rlers) Wareéﬁ87/sg/

N

D Alternatlve Internaticnal Telephone lndustry |
o Arrangéments ,

ﬁ%-fThe exlstlng §E{u ure Df AT&T and the bulk of . Sj

* .domestic- and international telephﬂne service which it

" . provides are extremely complex §nd’ deeply 1ntegrated

+ Whenever alt snatives to this séiug;ure are considered,

. the identification and evaluation of rest L;ng 51dé
-effects becone crucial. The’ alternatlv ;

r are related tg 1ntérnatlcnal EEIVLGE a,”




. . ; ﬂﬁl e
, pmony the ardasg. which must be considered are not
aply the direct impacﬁs upon cost, rates, regulator, °
pther carriers, foreign relations, and the internatijonal
batgaining proces$’ but also upon the more subtle but
e less substantiye indirect impagts. These -issues
include: behefits @rived from theéeconomies of stale
fwrelated to the damest;c trunking, and switching facllltl‘%
% which. serve international traffit under the present
‘ strgcture, maintenance of U.S. leadership in submarine
~ cable technmlégy (and related twrade benefits), .and

-’tradltlanal .Cross-subsidies w1thin the customer inter-
¢ natibnal rate structure [few remaining domestic.zone.
.charges and generally similar basic (weekday persgn)

yoe 'rates to mﬁst overseas cguntgles]

L 12. Retain Status Quo Alternat;ve

_on alternative: inte:natianal _
structural arrange or AT&T first examines. retain- -
ing the status quo. he study detagils the existing
probiems, which if allpwed ‘to continue can be expected

“to warsén in the future-’ oo gﬁ

" The "Cole

o e '
: A, Iﬁé%;l;ty té relate'tésts t@ rates.
“ﬁf'vDiVErgent attltudes cn ‘the part af the o
Cn . ' % U.8. and foreign ﬁdmlnlstratlans w1th -
gae L ,regard i@ rate reﬁuctlcn Pl L

c;%'Paar farexgn r%latlﬁﬂs as. a regultugf o
5 %egulatary lag” Ly e
_h;"A i’ f£

%4 R
satellgte market allééatlgni

Eﬁ

8 ;fﬁg”gulatgry téEhﬂquES

rablems Glnﬁludlng lack of P
»@thaﬂdl@gxgg for forecasting '
e@and, ccst;analy31s and

determlﬁftlcn of cperatlng ‘requirements) -

s ‘»,é
: Ggle suggests that- as a result of these problems,
'gg'a req lred lnvestment in the  future may be greater than - . e
neec thraugh lnéfflcleﬂt sglectlan of facilities). R
g WThe ! ﬁégulatary workload will be increaSed because. of the
eﬂ; “exlstlng prabiéms and thé*new .onés’ which may arise,:» Ehe fﬁf-.’f
g'racent problems:iin thElgn relatlans%ga -deteriorate,. ﬁr}
ifurthgr weakenifig U.S. 1nt§rnatﬁ¢hal ﬁagétlaﬁ;ng ablllt St
- LS maf»fagé fugffe Pfﬁblézf with INJELS] as COMSA

""v




is phaseﬂ aut as manager 89/ .
2. Mcre Effective Regulatian Alternatlve %?

LA

' " Cole suggests that the p:ablemg céuld be . -
resolved without changes in the 1ndustry stru:turé . r‘fﬁﬁ@%
or economic. élslceatiens if more effj el e
were develaped Toward 4this end t] A
a number.of régulatofy steps neeigsf'j-

ﬂicengrng Praeess

&

M

g

etpanded 'yze the trafflc, ;qgt, and serv1ce reli-
‘ability o #(cable or satell;téﬂ§214 application. In
~this c@nte: efinitive set of pallcles and guidelines
shnuld bé ' ped which would assist in evaluating .

:{;n a 120 ﬂay t;mé PEIle Alsa, a

*

b; Cable/Satelllte lssugs

Cgle sees the ellmlnatlen of all cable/
satellite'fcrmplas as a means of -effecting better ‘regula-
tion, requiring that the choice of facilities be. based
upgn c@st and Dperatianal nee s.é . [ :

1
*

i_c;. FDEElgn Relatlaﬁgh;ps K o

' R ’
Expandwand maintain cgntacts with fare;gn ({
» adm;nlstratlans, thraugh plannﬁng seminars. The FCC
. -should. also exercise influence in promoting’ moderately - 4
priced commuriications, equg,; ettlement rateg, and v:\eﬁ,é
bllateral rate reductlans.;, -

Cale suggests that as far as ﬁates ase
cancarned, "closer rev1ew of the (international)/
bargalnlng situation ‘vig-a-vis foreign -administrations .
' would appear to afferg,'ﬁe inéentive toward reasonable

‘rates than mak;ng the fac;lity license for submarine .
“cables a hostage.’ flimination of attempts to-

allocate or guarantee Warket ‘gsegment ' (i. e., cable/ . :+
satellite formulas).cofild further lower the. cost of :
service through more effficient. faclllty selection. 92/ RS
Black suggests that the "reasonable - -parity concept. PR
(cable/satellite market. allocationd 'is in essence- anti-
campetltlve and., can321vab1§ detrimental to the publ;c ,
interest in the long run."23/ Grad notes that ‘the e
grahlems wh;ch have ar;sen 1n thls aré% urgently requ;re

g




o

"resalutlcn and sy quusiiy j
. tions Satellite é"ﬂ*?k; , ta rellEVE the FCC af the
obligatiqn to advance ratel iteu@@mmunicaticns techﬂﬁiagyfaj

: L Cole. cbservés that the~imprcvemants defina';
' previausly would reduce theé (ragulataryz w‘ﬁkléadfin thieae -
areas. "If‘a sWift and far,mc:en,.: L fae Pheenging, prode~ i

- dure were usged, it wduld prmhaﬁly¢‘ kb le to bgg,

them in 120 days'"%ﬁ/ The study' envafBls “'haE@SEVLngs e

would flow“from-a variety of sources ingguding a more I3

standirdized and specifip.methodology as .opposed to an
ad. hoc approach, a resgﬁﬂﬁ%on of the cable/satellite
shatre issue, a. :eduetlcn’lﬁ the ntmbex of challengés

(through comprehensive ' ﬁrannymg process), and others. .. .
"Long-range planning needs to take into accoufit both cable

and satellite developments and needs,sand only the govern-

. ment can reqlire the collection and g8sembly of ‘all relevant
data--while planning by industry j l&kely to be based on ;
the cable or. satellite components%without regard to . SR
communications needs as a- whole,"ég/ Cole cautions that

:althﬂugh improved regulabvny procedures may help in.some

Tt will not reduce ghe total regulatory workload

W@ envisions mgié cgmplax 155 aﬁd new prgblems on

'_the hﬁ§lggﬁse= .. VI I o

m??v EDIELQD}réiatlﬁnS would beneflt as a. result
‘rQVEd regulatoty. praeedures which reduce problem

‘;Qfélm,
.areas| suchr as regulatory lag (i.e., delay in processino

.facillity applications) ~and might lead to more effective "
. bargajining on rates as ‘a wesult of less confu51gn, clearer :
=»gpali;*§ and Iéduced tens;cn.ga/ v . - R -
P . . R L ) w?“, . N b - ) AR ,-v

= g . o

. DO mﬂln the areas of . technalgglcal 1mprevements anﬁ
_ ;nnnvatlga, the. study suggegts that improved regulation? &
] td laad to 'the dntroduction of new. ideas and services.
. .sooher than’ under tha%&x;st;ng system. _An example §1Ven
““is the cfbe of: clzcurﬁ expansion aeV1c%$qwh1:h Yunder
the existing regulatar_wjracess_.. can. be segﬁrelg ;
limited in application’ 1Y’ one.competitor. @bgects. 22/“
© There have - alsc been’ camplalnts by some . carriers that, tge :
‘regulator.Has unduely restralneﬂ multiplexing (number. i e
data’ channels <€erived from a voite cifcuit) ‘equipment,i00/ 7. - ¢
Yat anpther source of objection could come from Some ' R

_fara;gghaﬂm;nlstratldns gencérﬂeﬂ w;th manufacturing
 mQre st marlne QabléS. . . ‘ , o

¥
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Lstablish Dverseas Accguntlng centEE Alternatlve

T The study examines establlshment Df a- Eeparate
overseas AT&T accaunting ‘center as an«alternative Egr s

* improving lnternatlanal telephony operations.  This 1ter—‘ .
native would be complementary to the concept. of impr ved '
régulatlén and would directly aptack the ‘fundamental”

- problgm of how tg isglate the purely 1nternaticnal costs 5
“from: ggméstlc costs withln the ,Bell System For* examgle,

. the same" sw1tch1ng stations and ‘long haul facilities are
" used to comnect intérhational traffic as ‘domestic traffic - .
wlthin the U. Si,ccntlnEﬁt Although this presents a ’
~difficult measurement problem; the deep. 1ntegratlgn of _
Enternatlgnal service within the Bell System appears to. »
ave achieved at least ngi i}gn;flcant ecancmles Df

vule

scale not found elsewhere._ma

¢$ upon ritles is evideht

iould provide the cc§t/revqnue
determine wﬁether,lnte:natlanal
ible. .Once the accounting center
,’be affgcted due to the jincreased -
grit of cast tradeoffs... composite
v and cable ut;llsatl?né and th31r o
fler clasgr scrutlny " . '

» No 1mmed;ate imp
alth@ugh this altérnativ
basis for the regulatar'
-Yates are-just and reas
 9d“bgtablished, rates "
knawledge and ascext*’,
‘rates’, (based on satelL
ges;rablllty may ‘come .’

oM

. Cole gaes ﬁn{ -fpglnt out: that cher ratas areas
wh;ch the gegulatarlg g;d now explare ‘would include: ~.,7?"

u

£

» ! "(l) .the Qvfrall cgntrlbutlan OF QVEISEES‘
;_service to AT&T of re% \rn f, o '

‘ : o TR
=

f; ékf"(a?-‘) determln‘tlén of crgss-sub51dlzatlan,fif,;nm:,f
any, uetween dcmestlc @k’jgveﬁseas -services . ‘

A“(B) dgtermlnatlgﬁ ‘of Whethet cost of EerViée ;’J‘;

' reflécted in rates bétwean dlfferent areas of. the.ﬁ

—— 0 i ‘p

The study suggests that' the accaunt;ng dﬂnter o

apprcac . would have ramifications fdr the Bell accaaﬁtlng ‘
systEmi, IEflﬁdlEatéS, with regaxd to. the issue of 1néra—’;;

méntal veﬁsus ully allocated ﬁastlng, that it is "essentlal
for the rggulator tosexamine costs in different ways. The
accauntlng center appréach would ﬁec2551tate both hlstarical
' costs attributable to the'provision of Qverseas serviee o
‘on a fully distributed bagis as a 'bench mark', -as well as ;”fe
8 modified. 1ncrament§1 approach E@r farward 1@gk;ng rate-
mak;ng pugpeses vl ‘ .
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. ~IE sifyations e where the' cost of SEFVLEE"
.,;k;dt’fullyv'éflected Ln rates, suchusltuat;gns "should¥
O dramifiéd, taken.into' account durlng rate neggtia ion,
-gnd| £lagged for their: fgture impllcatio

exapined the subject of-intra-area and Lntra%reglmn lL;
“‘Bubsidies. and concluded thdt the dimpact of institutinc
route by route telephone rates would bes relatlvelfl.'n
nominal as "distance sensitive costs today, constithte . -
anly 40% of tafgl MTS costs ‘and that th;s percenta e
is decllnlng " o

o .- The 1mpact of thls a;ternatlve upon, the b o gulatgg
b '1s.ylawéd as, significant.. Although "the - Yadministrptive -

- effort by the requlator may be slightly:increased.l.” =

allecatlve gain

would cutwa;gﬁ the l@sses-.i.’
. +s+ the x 1K 1d be ¥n a. better pesition to’ b,
W assess. raiik and e ,tffee;ng resources expen&éd )
i Jatt ] 1ng the needéd Eata) t@ Dther

Lo e ’ ' @ ,' .

'he lmgacts upen éther CEIIlEIS; fgrgign .n@ﬂbi
relatlans, aﬂd technaloglcal Ainnovation are viewed| as’'
s;m;lar tu thase under the lmpraved regulatlan alt

=4!V AT&T Sﬁb51dlary f

L f-‘7. . ThlE alternat;va gnv“s;@gakthe establlshm nt “ g
Y. of. a whélly- owned AT&T subsidialygg
' Blectrice Cele noteés at:the. ouks!

yhét Qne*half I more -’

y o+ of.domestic fagillﬁy utillzat;gn, and that the EStébllsha-
;.;a;f ment -of a&: separateﬂsubsld;arf, or -even . a . separate divy sted
©r % jcompany, wWould not by itsePf concentrat Jgntérnational | .-
 facilities under & single roof (hence ;would hot simplify -
L? regulatian, drove efflelency, etc.)"
'-assd::ated w1t

to sqpdrate théverseas Qpérathp from the dgmest;c
operal 1@@ of! AT&T w108/ " S L‘,_h, W

1

rder. fér a: §é§arate
gpératlans ' :

3]g ’-="'*-, s . The sﬁudy aﬂv5cates that in'o
" .subs;&lary + rffestlvely constitut,
or Verseas service,

‘H.‘afeg serv1ng-
7_be-cans;§éred;

*alléaatgﬁthéu
nal). faC1—"

S,
St
. L:‘. . o vy v'!«iaég - ‘ - & ’:_‘ . 7
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In adldi tion, the rate impact would be gimilar to

that di scwpsod L the accounting center alternative. How=-

ewver, theae are othex alternatives in which the basic rate
atructure could corme into question, ’

e impact upon regulation would be essentially
#he same 8 umde! the accounting alternative although it
4s noted that the degree of efficiency gained would still
e depehdent ypon successfully allocating the cost ‘of '

‘“oinbly umed Eaclildtics. Finally, the impacts upon other

carricers, forelgn xelations, and technological innovation

Cwould be ﬂsgethaLJX',gﬁ?é same as under the accounting
certer al tepnative 2927 ’ -.

5. Se ,ji}r:fat,é Non-Bell Entity ©&Uersgeas Service '
. Alteerna tiwe o T .

This al ternative would provide for a totally
dncdeprendemt company disassociated from the Bell System.
Iy & pp Yo ackies £ or establishing such a company would be
for a lseparate company to purchage the purely overseas

- facilities of AT, or AT&! would be' required- to spin
of Ff etock fdr a totally separated overseas company . The

-!'Etgd}f notes thmat this company would include submarine
caples, cable heads, earth stations and international

operatihg centers, #1though the R&D, technology and
caple . manyfactur ing assets would be difficult to
aegregate . Thme sepaxation point, as noted,under the
cizmcss lom of the subsidiary alternative, would.have to
ne at the IOIC Level in order to concentrate the greatest
i:;aez::c&nt;-a?éo@f investment related. to international
cervice 230/ Hdowever , the study points out that the
aepbrit e <ompany would not be part of the Bell system

and could not, thexefore, share facilities.
A . N

L}

Another possibility would be for the separate
company to Pave a contractual relationship with Bell
to provide dateway—hinierland service. However, Cole
Andicat es that the new‘kampany would have significant
Ancentives o naximize Yts rate base which would make
such an approach unlikely. Furthermore, historical

precedent (i..e,, record service gateway-hinterland . ‘ 1i1/

arrartgeMents) does not appear to favor such an approach.
The Likely result would be -for the separate company to
fleons tr Uc t i-te own buildings, purchase its owh switches,
and hire its own s#taff to perform the international
fimctions - now handled by the IQTC whereas a (Bell)

e



‘Canada Cana 13n Bell (domestic) and Teleglobe (inter-

subsidiafy cauld physically share facilities., "112/ The
goparate. company wuuld thereby. own all required interna-
tional operating asscts epeccpt the long distance trunks,
which would have ta be leased from Long Lines. An

example of this type of facility ownership car®be found in

national)) Financial and interface arrangements
would have tg be dgvelcpcd with the lﬂcal operating
companies. \

"This typerof industry arrangement .
could lead to upward pressure on

costs for Lthe U.5. domestic leg

(restor ing zone charges, etc.) ; _

as well as on costs for the inter- o

national leg (through weaker bargaining - .

position of a purely international

company). Existing evidence ‘

tends to indicate that this type of

industry arrangement, possibly as,

a result of inefficiency and duplXi-

{cation of facilities, often results

in higher rates.®114/ / )

In the areas of investment and CSDltallsatl@h;

the -study suggests that both zategoriées would rise /
significantly for the new company. The gstudy noteg

'ithab the company. would have to purchage or otherwise

obtain the overseas assets of AT&T and "raise a glgnlflcant

“amouynt of additional investment funds for buildings, .
’l@zalfrgglanal switches (outside local compapy switches)
and @tﬂer equipment, ..The new firm, at leasf in the

beginning wauldl§rabably have great Jncen?§ve to maximize

its rate base
\
"As far as the lmpact upon réiilatlon is concerned,

the reqgulator would, presumably, bengfit frcm having
1ﬂtetnatlaﬂal telephany concentrated in’'one \company

"in.which it would be easier to mopitor rate of return,

etc, Thls would free resources Yo effect regy at@ry

imprgvements in other areas (i.¢., deeger examinatioh

of the international rate systgm, etc.). However, the study
also points out that the regylator could f;nd itself

faced with a host of dlfflcilt new problems; ‘An example:

waula be whet her ‘or ﬂDt‘Lli SEECLalléed carriers would "

Y
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in them,1l®/ rTle study also observes that in the case of

the international bargaining prﬂ:ess,_th& new company

could be in a'weak position and the regqulator, who is not

a participant in the process, would be 'powarless to help
although still rgs;znsib}g for protecting the U.S. national

“and public Toterests.ii?/ Gapel raiscs yat another question
with regard to this alternative iwhich would disturb, existing

international working relationships. lle states "It is

doubtful that the latter (existing Q%f!i@tﬂ) ca?ybe readily

ousted from their previous baﬁgaiﬁiﬂg‘falﬁa"%Lg

The impact upén chef'éariie s ia also underlined
by the study as it observes thig ngw company would normally

be expected to bg interested ik maximizing its rate ba?g '
| have

and- would have very little ince {ive- to use satellite
transmission ‘facilities, "Just as the regulatpr would
finally succeceded in giving moreo competitive inhcentive
" to the market (COMSAT rate xeduction and possible aboli-

tion of cable/satellite ratip), (it) would possibly be P,
establishing a new (company) with the (least) incentive

to use,sateLlitci“qigf 'he 1IRC's, the study observes,

would have the additional aﬂministri%@ve butden of
settling with two U.S. telephone companies instead of
one. . o : P ;

. In the area of ﬁarei%n relations, the new company .
could have problems maintaining service which in turn .
would lead to adverse reactions. The study notes that the

new company might bc more subject to.exploitation by foreign
administrations. than- operating carriers dug. to its technical,

economic, and operational characteristics.120/

Grad notes that matters of tangible economic =~ -

benefitg rather than#merely U.5- prestige and position
are fre@ung%y;at stake in our relations with foreign
carriers.=4~/ In this regard, Cole observas that the
new company would probably be. cut of f from Bell Labs and
Western Electric-and as a raéﬁlt, the U.S. could end up
losing Iaadership.@f'submarine\zable technology. The
study examines the possibility of some type of contractual -
. relationship between the neyw company anc Bell Labs (R&D) .°
and Western Electric (submarine cable repeater manufac-
turing) bu%,%9dicates that this would be difficult to. -
establish.122/ An examinatigg of the legal‘ramifiéatianf,,7 )
. of.the 1956 Consent. Decreelf?’ and License Contract Feel24/ ,
" raises. serious guestions as to the feasibility of such an 2+

approach. As far as the general subject of submarine -

" cable technology and maﬁgfacturiﬁg i€ concerned, Black

Y B
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. staces' chat tnese athVLLlLE Eulfill tne conditions cf
natural mono In other words, these activities
cannot be Qf%iﬂléntly split up and pafcelled Dut anong

-\ geveral fixms.

\' 1 " Finally, "there is a distinect JDJSlbillty that
the guality and aVallab111L§ of Servlces could d221ﬂpﬁ
(under thig alternative)." 6/ : : :

) 6. . Ai&T,Abﬁﬁi?,CQMSA?,Eacil%tiéé,AltﬁfﬂatiVE.‘

. This alternative would refcind the original
Congressional decision to establish a separate company
for providing international satellite service. It would
.. require legislation (i.e., revision of Satellite Act

N of 1962) and would involve AT&T buying out the inter-
national operations of COMSA¥. COMSAT would then-be
relegated to the provision of other international
services such as Marisat & Aerosat, as well as domestic,
satellite services through COMSAT General Conversely,
AT&T would become a super carrier, agntralllng both
transmission media (transmission monopoly) as well as -
maintaihing its sexrvice monopoly in international
telephony-. , '

‘ ' Cole suggests that -the impact upon rates ]
could be substantial since the monopoly carrier could
supply more reasonable ratés through more efficient

~investment/operating decisions, ;Qwer satellite rates,
- and stronger U.5. repréaentatlan in international
négﬁtLatlﬂﬂﬁr However, there is an equal PDSSlbllity that

the monopoly carrier could do the Qpp@ilt? it if ﬁhage,'
whlcn WDuld result Lﬂ excessive rates.

: . As noted previously, the potential for reductlan
in cost (i.e., through better planning and reduction of
satellite rates) appears to exist., The study gualifies
this by noting that the accomplishment of such benefits
(including flow through savings to the consumer) would

) require cooperation of the foreign administrations. In
* this regard, a, cmntract reportlzs/ on foreign entities'

N pélchES and attitudes indicates that many foreign
admlﬂlStISﬁLGﬂS view international rates from a standpoint
of Being able to use them to cross-subsidize domestic
services. Gabel states, in this regard, that overseas
‘countries with an interest in submarine cable manufac-
‘turing WQuid probably resist an expanded role for -
éatell;te,¥gﬁ The existence of these attitudes and

}.
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' ‘desires, reflecting the national interests of maiy

foreign administratians, ls.recognized as one of the
pressures which would confront ac¢omplishment of the -
potential cost benefits no matter which alternative .
is considered. : ; o A
2 . 4 - N

In the area of international regulation, Colé
states "The existing regulatory system is becoming .
bogged down under the present industry structuye. To add
an even laxger, more complex carrier would create even
ﬁ%ﬁ% problems."130/ He further observes that in oxder
fdr the regulator to successfully monitor the operations
@ﬁ;such a carrier, it would need tools which remain to
bi developed, -

[

The lack of. such tools, in conjunction with
elimination of the "Cempotitive pressure between AT&T

and COMSAT a& reflectedin f%rcing a broader review |
of each other's pregcsal>"£§;/is viewed as making this

ah unfeasible alternative Wndexr the existing regulgtory
~gystem.AJIn & somewhat diffgrent vein, the study
suggests. khat the “regulator may face problems with
INTELSAT in the future. -It notes "to date, the regulator
has .not had major conflicts wikh INTELSAT at least to
‘the extent that may develop in Yhe future when U.S.

- influence is considerably diminighed. The implications

are great as far as cost of servipe and a wariety of

" U.S. national interests .are conceyped."132/

i -

This alternative would benefit other U.S.

‘carriers. As a resulttof AT&T ownexship of satellites,

‘in'both cable ‘and satellite circwits|whereag_they now
‘can only. expense satellitk circult -costs. "133/ under
the existipy situation the IRC's, like AT&T, have little
economic incentive to use satellite circuits 'as they can
only expense these costs,’whereas cablé circuits can be
“included in their rate base and accordingly can earn
‘a rate of return. This alternative would offer the
possibility of eliminating .cable/satellite bias although
effective regulation would be required-to make sure that
ope technology was not advanced at the expense of the -
her. Transcomm, in a somewhat dimilar vein, moted |
that in order for capitalization of satellite lease to

"IRC's could in the future have GWneﬁship or IRU(s)

overcorle cable/satellite bias, effective rate base ﬁeguia*-

‘tion would be required and that lacking such regulation,
"no effect whatsoever" could be expected.2~ o~
- g AR .
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Tha IEaQthﬂ‘ln the area of fare;éb relations .
waulu pr@bably be highly favorable. Cole notes that there
would be less confusion and that AT&T has a better: :
working relationship ﬁlth foreign administrations. He
cautlions, that "There would be a need for constant and
‘effective regulatory review, howeéver, to make sure
that there was no- collusion or undes rable tradeoffs
with the fcrelgn ccrre%pandents 1

‘ - In the area DE technological development,

,greatér exploitation of technology would be pa sible

under this alternative. Cole states that, "a single
company, with no parmzh;al interests ,vis-a~vis cable,

or satellite should be able to plan more efflglently, to
time the introduction of new facilities more effectively, .
. and to deploy such techniques as SPADE and TASI-C wherever
- the need exists. On the other hand, he notes that a "
monopoly situation of this type could make passlblg*
less than efficient investment choices and hold back
" ¢ircuit expansion tE§hﬂGl§gy in the event that requlation
proved to be ;nadequate 136/ . _

\
E. Szructural Ar:angemehte r@r CDMSAT .
\ A
Irom tha time of ltS\lnCéptLDﬁ, COMSAT has been a

controversial eﬂtltg .When enacting thé Communicatiens
Satellite Act of 1962, the Congress opted for a hybrid
independent private anterpr;sa satellite company charac-
terized by considerable U.S. Gavernmaﬁt oversight, with
‘the hopes of rapidly promoting the benefits of satellite
tachﬂ@l@gy f@r the world. This decision ‘constituted a
"middle course" between glVlng the satellite technology

to the carrifprs or to a public eﬂt;ty, advocated by

some sourcesi@ in view of GGVErnment 5 1nvestment in

space techpolgy. 137/ - _ .

o : &

Wnile CDMSAT through its Iﬁﬂﬁe:shlp in INTELSAT,
‘has succeeded in achieving many of the original gcals of
‘“the 1962 Satellite Act (i.e., establlshed a global sateél-
lite system) the existing marKet .structure and other
restrictions placed upon it by the FCC have limited its
ability to compete. The Satellite Act of 1962 allows -
COMSAT "to contract with authorized user%, including the
United States Government, for the services of the communi-
cations satellite system. "138/ According to Section 103(7),
‘an authorized carrier means'a communications. common
carrier which has' been authorized by the FCC under the
Act of 1934 to provide services by means of communica-
tions satellltESLEQQ/

3.



. ‘ X ‘ |
| fthorized Usexr case, the FCC duflned

COMSAT's rold ds that of a carrier's carrier., The FCC -
noted that although "COMSAT 48 authorized in Section 305
to furnish cHannels of communlcation...to other o
authorized entities...(and) to contract with authorized
Gsers Including Fhe United States Government..., thage

*

5

provisions must /therefore be read in terms of the objec~
tives and purpose of the Act."140/ It further congluded
that "unrestrid¢ted direct deallndgs with the Govermment:..
would geriously weaken competitive forces."141/. Also, it
--------- _stated "the fbredoing considerations are thus consiStent
. with the gendral concept pervading the Satellite hot of
COMSAT as_a fyonopoly... and as primarily a carriex's
carrier."14%/ The Commission stated that "the danger of
loss by the terrestrial carriers of existing or additional
leased cirfuit business to satellite facilities is not
merely theoretical... the terrestrial carrijers could rea-
sonably bé’ expected to lose a substantial ghare of their
leased circuit revenues. to COMSAT... it copld very well be
‘necessary to permit these carriers to incrpase rates charged
+ to other users in order to enable them to jearn:a falr rabte
of return."i43/ Finally, the Commission stlated "Satellite
circuits now becoming available should engble the carrders.
. to secure .facilities at lower costs in reflation to , e
terrestrial facilities and thereby permit/ them to reduce
rates to refldct-such cost reductions.

"

e therefore expect.
the common carriers... to review their current rate schedules
and file revisions which fully reflect the economies...."144/

o In short, this ruling defined CDMJAT“aS?a!EarIiQEfé~
carrier, denied COMSAT the right to sell directly to the
Government (except in unique and exceptiional circumstances),

and laid the'groundwork for composite %atésA(reflaﬂting

the combined. cost of cable and satellife). In the 1967 e

to sell to theiDegartmenE4g§'Dgfense nd ordered the carriers

Thirty Circuits case, the Commission denied COMSAY, the right
to file composite rates.- %
. : i b : .

In the ingkprnational market, COMSAT has what essentially
constitutes guatanteed share of the market (via FCC propor=
tionate: fill requirements) with little incentive to competi-
tively reduce rates. Accompanying this guaranteed market
share is the international carriers lack of incentive to use:
satellite circuits (lease arrangements rather than investment)
and the feeling that they must pay higher than necessary '
rates (vis-a-vis |cable) for COMSAT's satellite:giwcuits.

A To.move awdy from "guaranteed satellite" usage, OTP -

- and others have suggested that the carriers bé allowed to  °
capitalize lease [costs;Li46/147/ To lessen the problems/
of higher than necessary rates, the FCC has @rgefed /
COMSAT to effect p' 37.3% rate reduction for its @ircuits.

o : ( N




- This study does not discuss the role of COMSAT's .
subsidiary COMSAT GENERAL.. COMSAT GENERAL was organized
in 1973 to carry out certain corporate programs not a part
of INTELSAT, such as COMSTAR (domestic satellites) and
MARISAT (provision of maritime service.) Lo

- Ther Transcomm study presents several,K potentials
structural alternatives for COMSAT and concludes :

"First,...there appears to be no one
alternative trdansmission structure

for COMSAT that clearly provides
extensive or unequivocal benefits:

tQ pall' categories of the public

Lnderest. ‘Nor is there any one
APternative that will not lead to

" Subgtantial industry, restructuring,

elther initially.or bventually,..

$hould changes be desired for the - ' y
transmission or earth station alter- :
‘hatives, these may 'readily' be

affected through administrative action .
of :the FCC. It is the decisions,

orders and interpretations of this .
‘agency...that Eﬁgdﬂhiﬁaté in structuring
the industry,"1l48/" '

1. Allow COMSAT to Léase Rrivate Line Services -
Rirectly. to Consumers' Alternative

This alternative would, in effect, abolish the
Authotized User decision and allow COMSAT to sell private
lease circuits directly to the user., Transcomm suggests
that "the overall effect sn@ula"Eﬁ beneficial to the
consumer (private léase user)."149/ This study assumes ,
that a high degree of competition would result and that "“it
is not péssiblﬁita predict the level at which rates will
stabilizé.";ig Also, Gabel suggests that this would lead
to "incentive pricing...promote the market, and application -
of market prices would, in turn, imgrove investment
decisions and resource allocation."l31/ o

. While allowing COMSAT into this market wou
undoubtedly result in Jdower rates for the private
users, the Cole study/notes that "responsible reg:
cannot be identified/as providing the lowest cost/ service
/Eo a small sector of/ the market regardless of the conse-

quences upon the remaining. rate payers."152/° The study -
goes on to note that intense competition™in the IRC private
lease market could/have a significant imgagt upon public
message service (telex) rates.153/ = 7 ‘

i
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With regarcd to the requlatory workload, Transcomm
obgerves that "requlatory effort will.be required to
prevint competition from taking tho form of seclective '

jclng and cross-subsidization (presumably hy COMSAT) ." 154/

Fé no c¢lear-cut methodology exists for determining whether
or hot a competitive price offered by a monopoly (i.e.,
satellite service firm) reflects cross-subsidy, the
requlator would gain a new and complex problem to
struggle with, WUI, in its Petition To Stay (Docket
No. 20097), referenced its fear of predatory pricing ,
should COMSAT be allowed in the AVD market. 155/ -
, As far as the significance of this alternative is ~
concerned, Transcomm cstimates tHat private lease
provides only about 24% (1972)...0f IRC'S operating
revenues. 156/ The 1975 private lease revenues from the
IRC's as shown earlier in ‘table II-2 were $69,2M or 25.2%
of total revenues. Lo
2. Joint Ownership of satellites (COMSAT, AT&T, and

IRC's) Alternative - = )

" This altermative .would cangist of allowing the
authorized carriers (AT&T and IRC'Ss) to buy 49% of (U.S.)
satellite ownership, with 51% remaining in COMSAT in order
For it to remain as the representative U.S. entity to
INTELSAT. 157/ Transcomm states: ' ;

"ihe rationale underlying other carrier’
investment in satellites is two-£fold.

phe first.concerns addressing the current
major problem of satellite lease expenses
being reimbursed at cost through revenue
requirements as opposed to allowing the
carriers an investment interest upon:
which tiey may earn a rate of return.

The second aspect concerns an attempt

to provide more efficient investment
‘decisions related to satellite-cable
alternatives. Should such efficiencies
‘pe achieved it could bave the simultaneous
of fects of lowering b@th:cost of service
and rates in some.regions as well as
decreasing the FCC’ administrative
decisions required for cable and

satellite authorizations."158/




In the area of cout, the Transcomm gmtudy suggests
that 49% ownership of the sakellite system by the
authorized carriers would hring about savings in satel-
lite lease costs’ (i.e., asmguming that circuilts reflecting
the percentage ownership now belong to the authorized
carriers). lowever, it motes that

’ , "First of all is tho fact that not all of
the carrier lease expense reduction can
be directly tramslated into rate reduc-
tions by the carrviers. Assuming cost of

gservice pricing by tha carriers, the
N lease expense saving would be offset
' at least by the rate of return applied

to the $50.7M now in their rate base. -
At 9% rate of return bhis would add
$4.56M to the carrier revenue require-
ments. There may @lso be othHer expensos
for .the carriers reélated to maintenance,
‘administration and the like as$ociated
with the 'owned' satellite circuits,
For examplé; 1f the carriers assume
their 49% share of COMSAT's 1974 A
Operations, Maintenance, Depreciation,
Amortization and Income Taxes, they .
.+ ., would incur additiomal annual expenses
' . of $7.6M. ‘Inese expenses plus the
' return total abouk $50M. When compared
to their annual lease cost savings of
$60.3M, the potential savings to_the

ratepayers is reduged o only about
~$10M per gearf“iégf A

Another consideration is ‘the impact upon COMSAT. Transcomm
~ observes’ that with half .of.its rate base refundad, "all
. COMSAT's, operating revenue is now from leasing aircuits
- to the carriers. Thus, providing them (carriers) only
49% ownérship requirés them to lemse the overage FfFrom
COMSAT.. Without such a relationship continuing, there
‘would be no operating rewenus to COMSAT at all, ™60/




 The dmpadt of this alternative upon requlation

would appear b be negative. Trapscomm states, "This .
gituation would ek be practical #ince, without requiring
the carriers to maintain some balance between cable and
gatellite ¢lyoulti, the carrier incentives would remain

as they are enprantly. . .these factors would seem to
outwelgh any banafits,"161/ In addition to not resolving
the existing problems fSE’the_regulat@r,.thisfaltefﬁaa

tive 'could treals new ones. For @xample, ‘Transcomm L
suggests, “Sﬂtﬁllﬂge circuit leases would, with free R
choice, be relégated to serving the thin routes where |
cable inveatment was not financially desirable,"162/ The .
Furopeans, it should be recogniwed, have already suggested -
this approagh in their 1974 Sp@l@t@‘nep@rt.LEB/' Another
example i® that this alternative aould exacerbate the
problems which ke requlator has already experienced

in the areatn of planning and licensing of facilities, ,
Transcomm nokew that there.wguld"be a "patential-ccﬁflict-
“in anestmenhlﬂaﬁigiaﬁs for the warriers when partici-
pating in gntellite ownership. .The cable manufacturing’
interests of AY&T and ITT could effectively bias or o
hinder any jmimm.CQMSATﬁgarrier'ﬂecisign=making concerning.

" an optimal mix o choice of satellite-cables over specific
routes or vegiong,"164/ Transcomm observes that "with
COMSAT still aeting as U.S. agent to INTELSAT, a consolidated
U.S. position might- be difficult in major issues."165/

In addition, "this alternative provides no ccgpeti%I?e bhasis
for rate redugtions...any potential for rate Yeductions that

. _may ‘exist will undoubtedly be effected only through continued

_regulatory acbiom, " 166/ , S , y
L+ - The }kely reactiaﬁ‘@fzﬁ@réiqn’administratians
to this alternative is expectell to be negative. ~ Trans-

‘comm states " fdrign entities, already concerned about

~ dealing with numerous U.S. communications organizations

C may view guech a jJoint ownership ‘arrangement as merely
aggravating kthe gituation. If foreign entities are also
concerned with protecting cable investment and do in fact

find such invastmpent more profitable than sg?e%lites,
‘they will a&lse not view any potential restriction on
cable expansion favorably. Yet at the same time,.any
action that might restrict u.§, cable development while
foreign cabkle expansion could be pursued mgre!$§§d;ly o
.could be expected to be well regeived by specific foreign
- countries. ' 167/168/
Rl M
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’3) The impact @E this alternatlve upon techncl@giadl
development is generally noted to Re adverse. Trang@¢hmm ',
suggests that U.S. cable’development R&D "could be eX~
pected to decline over time... there would be continued
‘ncertainty over. the potential for dxpanded U.S. ingtalla-’
tion... and the continued need for FCC de¢isions in thig
area." 169/ 1t also suggests that "the joint ownership
arrangéments with the carriers' cable manufacturing
intcrests could effectively preclude cffective COMSAY
programs. The net effect of. this alternative could wali
be a decline in both satdllite and cable R&D to the
detr;mgnt of U.S5. PEEEmlﬂEﬂCE and:- revenué. Jig/

F\

33_ CQMSAT Abgorps AT&T Intprnatlonal Fac111t125

L Alternatlvg ( T ) .
; nis alcerﬂale; wauld establish QDMSAT as a
"super carrier's carrier. Asg envisioned by Transcomm,

"Phis appf@ach invélves the absorption of '
" AT&T international long line facilities
n . by ToMsal with IRC's retaining their
investment in cables.. Thus COMSAT
would mahage not only the satellite
system, but the cable system as well,
by virtue of its .Having assumed all of
AT&1 functions ih .international communi-
cations, The Authorized User Decision
would remain in force protecting.the S
IRC's from direct competition with . :
COMSAT. COMSAT, then, would remain a
carrier's carrier, with the IRC's CoT
and AT&T ledsing circuits from it. -
The purpose of partial consolidation
e : - of transmission modes. is to devise
’ a system in which relatively more
efficient investment decisions can
pe made between modes .but which
1 is still characterized by cémpetje
- Lt -tl@n am@ng record carriers.’ l?L/

;g“ e

Transcamm views the likely cost/rate impact
‘of this alternative as relatively uncertain. The  study
states ) .

g
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“An initial evaluation would be that
COMSAT'"s function as manager of both
satellite and cabl€ service will place
COMSAT in a position to make efficlent
investment . decisions concerning the
~introduction of new cables and . -
-satellites. However, its predis— _
9951t;gn toward its satell;té own-er shap -
versus cable facilities acquired Co
" from, AT&T could lead to.the deveLgps
ment of an unbalanced system. -

"Thus, COMSAT's influence in imitdal
. investment’decisions could severely
'~ restrict the growth of the cable
industry. Any trend toward dewelop- .
b ment OF: atellites to the exclusion:

' of cables would decrease the rélia-
bility (i.e., redumdancy and diversity)
of the cammunlcatlans system since .
adequate bBackup facilitjes would not : .
be available in case GEISEfViCE

\%Dutagas 172 v \ f

“A more theoretical analysis of tke [mpact of

such an alternatLVE was the Black study wirich rnoted

"So far as technical and economic COnsSlderiatiors are
1nvglved the argument for a single entity combining
satellites and cables does not seem to lbe s0 gtrong as that
f.r single management of cables and single managenent

of satellites."_173/

In the area of regulatory impact, Tramnscomn

suggests "Regulators would need to exerz effort to L
insure that the most efficient mode of #4ransnission is
.authorized in a particular region.. Effort would be

directed toward maintaining a balanced system which would
provide reliable service to LuﬂsumEES."]7$/ Hovever,

the establishment of a cable/satellite transnission
monopolist would appear to present distinct lazards for
both 'the carriers and the regulator. Gabel suggests

that in the case of the authorized carriers, "ithere )
would be no alternative to the transmission supplier,
merely different technologies at probably uniform
prices." 175/

160
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, Finally, the zeaction of"the overseas erntities to

thids alternativé is generally viewed as adverse, Txyanscomm
suggests, "Foxeigyz govermnments whose investments in cables |
are substantial would oppose any trend im thds coun+try
towards emphasizirmg satellites. They could react by raising
their prices %o foreign consumers to recoup losges mesul ting
from the potential restriction in growth of the American .
caple induystry or’ by attenpting to slow the devel oprienit of
2he satellite system through their fnfluence _in the pITFLSAT
Organizatiomn. However, COMSAT' s wiews in fhe I NTILSAT
orgarrization will reflect the needs of the cable systen
givirg a noze balanced représentation of the needs of the
entire Arﬁericisan sy stens. " 176/

4. COMSAT with a tioh Nwnership
A rrancemen ts T T -

Revision dn Farth Sta

. The issue of earth sta%ion ownhership is wiewed by
Transcomn a8 "separate but relafed to industry alter- .
rnatives ." 177/ rn this reqa?d, “three options vete considered:
joint ownsrship, the curren\ situation, and conplete ovner—
ship by COMSAT or the TRC's wnd ATSET . '

The study found that "when compared to the potential
cost and Derief it inpaict of the “ransmission altarratives
and the raevenue <ontribution from earth stations, earth
station ovnershid arrangements become of lesser irportance.
Absent such transmission changes, complete owmexship by
COMSAT of J,§. earth statdons skiould lower its rates toO
the carriers and ., with flow through, lower rates to the
public., CoMSAT ownership would also eliminate the anomaly
of cable cwners' partial investment in a competing technoloay
fFor which no .incéntive .exists to use tre transmission
m ed ia"’"?};z,&f ‘
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CHAPTER VI

REGULATORY AND GOVERNMENTAL ALTERNATIVES

%

A. Introduction

While the major emphasis of this report is placed oh
alternative structural arrangements for the indystry,
there are certain regulatory and governmental Changes
which could have signifiicant impact on international
telecommunications. This chapter specifically summarizes
the work of Transcomm, Ing, on alternative regulatory
procedures and the study conducted by Frank P, Grad and
Daniel C. Goldfarb on the governmental relationships
involved in the -oversight of the industry. Much of the
discussion centers on the neeq¢ to resolve the current

: problem areas presénted im Chapter IV, and offers addi-
5 tional regulatory reform alternatives to those presented
* in Chapter V. '

'B. Alternative Regulatory Procedures

Transcomm, Inc. analyzes eight alternatives to the
current regulatory procedures employed by the FRC. In
structuring the alternatives as responses to the perceived
problem areas within the industry, the list includes:

"(1l) 1Increased regulatory planning &nd guidelines
(2) Elimination of current circuit activation
requirements’ L '

(3) Disaggregation of rate and cost relationships

(a) Elimination of composite rates
(L) DLevelopment of route-by-route rates

(4) Capitalization vt carriers' leass payments
to COMsAT :

(%) Lavliuslon wl sublnuaLine cable investment
from the carsiers' rate base

- (6)  Authorize COMSAT entry into the private line
AVD market

11
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y Cinto pr;vate llne/AVD markets (see %fanscomm COMSAT
ly), 18 presented separately below. :

1. Zngxeased Regulatory Planning and Guidelines

Under this alternative Transcomm envisions the
lission as moving away from the ad hoc case-by-case
1ity authorization that currently exists. Instead,
implementation of this alternative would involve the
wlation of specific guidelines, which would go beyond
general guidelines in FCC Docket 18875, and presumably
‘ease the Commission's involwement in the carriers"
ity investment decision-making process.

It is Transcomm's position that "the potential
fits of such an alternative are tenuous at best and
st ceftalnly less than the associated costs.' gf‘First,
‘ent plamnlﬂq guidelines, whether 50/50 or reasonable
ty, have been condemned as artificial and restrictive
st parties, lending substantial doubt as to the

ptability of specific guldellnes Second, any final
sion by the Commission ‘on optimal faclllty investment
ecessarily subjective; and E;nally, the imposition
pecific planning guidelines increases the possibility
ommisgion~imposed market divisions by technology.
L

Clearly, Transcomm fears the "imposition of-
ly specific guidelines that necessarily involve
ission usurpation of common carrier management duties.
nt a specific a priori basis to suspect that the

ission c¢an perform these duties with results more
rable than those that exist from common carrier
ormance... it s§7ma these prerogatives ought to remain

the carriers.

11
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2. The Ellmlﬂatlan Gf Current C;fcult Actlvatlﬁn
Requlrements . .

. Section 214 of the Communications Act of 1934
requires FCC approval for both the construction and
~operation of new facilities. A two-stage approval
process has been utilized by the FCC, Transcomm states,

‘ "The perceived purpose of the Commission
in requiring separate authorization
procedures foer overseas service is to .
provide it with an opportunity to
monitor relative cable/satellite

-fagility utilization..... However, : -

~ since the separdte circuit activation -
applications seem to <duplicate, to '
some extent, issues addressed during
the fagility construction procedures,
it would seem that the former is one
step in the process that could be .
eliminated in an effort to reduce ‘

d delay in:the provision of servicai“if

Analysis of this alternative~by Transcomm resulis
in the ﬁgll@Wlng conclusions: T

. a. Implementation would eliminate one tool
by which the FCC attempts to achieve and ma;ntaln its
definition of a "balanced" ::ystem

For the above reason, and because uncon=-
strained faLlllty utilization would result in a different
Gsage mix from FCC desires, the altermative would be
unacceptable to the FCC,

e

=~
J

. c. More expeditious provision of service would
result. '

. . a.
d. The poussihbility of holding cvlreult activatlaon
reguests as a tool to regulre rate reductions would be
lost. h

3. Dloaygreygablon b Male and cost Kelatlonshlp$

[

o, Llj;ni“:ﬂ[ baets w L L;glﬂk;u?—;&l Lo Lalbles

- Compositlng Leters to Lhe manner 1n which the
transmlsslon costs attrisutable specifically to satellite
and cable ar.. combined in ordep to d:t srmine a composite
rate. "The alternative to the .ompositing procedure is the

ERIC
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eatablishment af taziffs for the 1ndiv;dual services based
upon ‘the costs ass&glated w1th transmission for that
_servi:e “_/ - . _

" . Transcomm states that this alternative to’
compositing has no real meaning for switched serv;ces- the»'
maj@r effect would be on leased- Ehannel serV1cas_. L
"The alternativewimplies %he .
. creation of a two-tier pricing
, - . structure for leased channel
e B " service. and campatlt;ve pressures
- T which will create some cost ard
quality- based differential: bEtWEEH
"rates for the separate’ technclcglesiiia
It is uncertain whether or not .
substantial record carrier transmission
facility utilization. changes will occur.,
Such substantial changes could 1mpact
negatively on the reag;d carriers’'
. ,flnanc1al positions.

4

b. Raute -by-Route Rateg;

Th;s ‘Transcomm alternatlve involves the
7 abllshment of overseas telecommunications rates on”
E ute=by route’ baSlS as éppgseﬁ to the Gurrent reglon/
for most services tc mDEt destlnat;ans. Whlle lt could
be argued that the- implementat;an ‘of such an altefnative’
. would have few recognizable effects, in general, a -~
shifting to a route-by-route structure would eliminate
any intra- aréa.ar intra-regional subsidies that currently
exist. Transcomm further notes that the benefits of the
alternative for each service. depend upon the importance
‘of distance- Sensltlve transmission costs for the partla
cular’ service. Presumablyg leased channel service rates
have the beat prosgect of being affected by such a change,
‘with nominal® 1mpacts on telex and message telephone service
‘rates. i

to CDMSAT
Whlle significant d;scusglon/has already been
generatad on this issue, Transcomm's examination of
-'‘capitalizing lease payments to COMSAT is offered as
another regulatory alternative. Its purpose is to
eliminate  or ameliorate the perceived undesirable

4. Capltallzatlﬁn of- Carrlers LeagEvPaymgnés



'consequences of the asymmatrical EthQE that Supposedly
confronts the carriers.

, _ "In-a general. sense, the amount by Whlﬂh
! - such lease expenditure capitalization
e - increases satellite use depends upon the
- mechanics of the regulatory process, -
~the values of certain unspecified s
'-parameters, and the format of such
lease expenditure capltallzatlcn_...‘
It does appear that the carrier
C ~ purchase from COMSAT of satellite
K Indefeasible Rights of Use (IRU' g)
:  potentially can 'neutralize' the . :
~cable circuit/satellite:circuit choice.”7/

£ Tfangcémm however, also makes it clear that
lease capitagfzation will have no effect whatsoever when.
rate base reg latan is not active and is not expected to
.~become active. "There would be no effect- .because the .
artificial rate base expan31an tendencies have no meaning
when: the rate base 1t elf is not used to determine :
total f;rm prcf;ts "8, Moreover,. Transcomm -asserts that .
"there can be no certainty that the design of a methodology
for rate base regulation that 1nvalves some form of lease
expense capitalization will improve in any way the efficiency
gf the satellite-cable investment de:l51an."9/ : :

E 5. Lxclu51gn of Submazlne Cable Inyestment
From the Garrlers Rate Base

v A complamentary apprgach tQ the’ cable/satelilte
usage 1ncent;ve problem involves the elimination of the
carriers' cable investment from .their rate base,

Involved is the "elimination of carrier IRU purchases",
which w1il be substituted by ordinary lease payments
té the cable owners, as is currently the -case for satel-
lite circuits. "Thus, according to theory, the carrier, .
in selecting between cable and satellite circuit usage,-
will be guided by price and quality considerations, includ-
ing diversity qg?lﬁ , and not presumably artificial rate base
considerations. : - S

: . 'Because of AT&T's pQ51t1Dn as the major U.S.
manufacturer of cables, it is assumed by Transcomm -that
AT&T would still be an-active. participant in cable
‘development, construction, and ownership. "The elimina-
tion of cable investment. from the carriers' rate base
would seem necessarily to dictate that AT&T participate
in (1) cabjfte ownership, and (2) the provision of overseas
telecommwfiications service directly to customers through

-
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segarate Qrganlzatlanal Entltlés "ll/ 'Transcomm notes' that
ragulatlgn of the latter function will involve' the deletion

~of cable investment from the- Dperatlanal darriers' rate

base. At the same time, however, Transcomm observes that
"the creation of separate organlzatlgnal entities would

~appear to lessen rather than to Qllmlnate the pzcbiems‘

that they were des;gned ta serve.

"The separate organlzatlanal ent;t;es
created are still part of the .same'over-
all organization and it would be surpris-
ing if certain predictable corporate ’
‘goals were not able to permeate the

new structure. Thug, AT&T as developer,
manufacturer, and owner of submarine
‘cable systems-still has an incentive
to expand the cable systems' use and
the creation of a new subsidiary seem
'unllkely to alter such an 1ncentlve

fZ/

Mcfeover, the retention of any circuit usage
tDDlS by the Commission would be counterproductive to )
the implementation of this alternative. "If the Commission
is to set and maintain... usage ratios, there is no reason
to adopt a bookkeeping practice (such as this ‘alternative)
that changes in any way the usage ratlcs considered optlmal

- from. tha viewpoint: Df the carriers. ii"

F;nally, the IRC's financial positions may. be
négatlvely affected by this alternatlve, as th21r ,
respective rate bases would be reduced.' The IRC' , .
should be pDSlthély motivated to select transm;551on
circuits on an efficient b351s, introducing themselves -

as competitive buyers in the transmlss;én marketplace.

6i

harlze AT&T Entry Int@ the Prlvate Line
¢ £ VQlEE Data Market .

As evidenckd in the TAT-4 dEGlngn of 1964
‘there has always befn concern over allowing AT&T. into
.the AVD market, namgely,. the financial viability of the

IRC's. "Specificallly, it is feared that AT&T will éam*
Eﬂe&ﬂy dominate the AVD market due to one or both of
the following factors: (1) cross-subsidization of th;s

service with revenues from message telephone service,

"and (2) the realization of a distinct coiE advantage

resulting from certain scale economies.

L
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<In’ aﬁam;nlng thla altarnat;va, which wauld llft
tha ﬁCC raatriatlana on AT&T fram ae:V1ng -1

athe IRC's. from thie|market. '"It is unllkalf that AT&T
: wauﬁggfully take afvantageiof any. prasumad opportunity
to eliminate the IRUNs fram this market, Such behavior
would at;mulata intensive’ regulatory examination and
~ .possibly judlclal ‘investigation as well. Rather, it.
,auggaatad that the markat wauld be shared by ATET and the_

IRC's.

: The resultant igmpatltlon would. exart dawnward
praaau:aa on rates as o plausible advantage, but .the -
spectre of cross- ~subsidization .on the part of all- the'

: carr;ara 13 a. aarlaua}patantlal dlaadvantaga :

o

7. Dberegulation of. Laaaad Channel Sarv1ca |
” .

The 1mplamantadéan of - the f;nal alternatlva would
free the IRC's from FCC regulation with :aapact to the
provision of leased channel service. The carrigrs would
- .-not be required to file tariff rates, ahnd there wpuld be
' no requirement that' tariffs be justified with detajlled
cost support data as/provided for in Segtion EJ.B?}of
the FCC rules. There are two possiblg/scenariosMor -~
deregulated lease channel service: (1) without entry -
_:(IRC's only), (2) with market entry, (AT&T, COMSAT and
otherg enter), and the alternative is axam;nad under both
EDndlthnS. ' ' : . :

? g ’ Transcomm. - contanda that deregulatlgn is a
“plausible alternative since regulation is considered
.. desirable when natural monopoly conditions pravall in _
‘laarv;aa supply. The presence of multiple IRC's suggests
that monopoly characteristics are not significant’ for
~any of the services offered by these firms.,’ However,
implementation of this alternative may have little effect
on the industry "in that the record carriers appaar to’ }
behave now under . ragi%atloa much as thay wauld ln a dereg-
ulated environment. )

In a different vein, this alternative wauld
eliminate any benefits to the c¢arrier 'from internal
cross-subsigdization since capital expansion in .the
competitive leased channel market would not affect tha'
carriers -rate base (provide for rate base expansion).

%




a,. Withéut Market Ent:y .
3 \ .

- . ' This scenaric suggests only mlnar changes'

‘frDm the status guo. There would be only minor rate

. changes for leased channel-service or other record

services attributable-to deregulation without new market

. entry. The major benefits involve ‘decreased carrier

L filing feﬁuireméntsxhnd d;creascd ragulatary eff@rts.

‘b. With Market Entry I Y

\

, Market entry by AT&T, COMSAT and @ther fi
‘(such as c;rtaln ‘of the speclallzed common carriers is
. allowed under this scenario. Transcomm sees an inherent,
significant cost advantage -to COMSAT in the provision

of this service since "COMSAT's incremental costs for -

the activation of additional circuits approach zero."*
~As such, COMSAT should be required to furnish service -
_through a‘subsidiary c@rp@ratién on a tariff b3515§v

Trangcamm Dbserves that AT&T wauld not
prabably have any substantial cost economies over the
IRC's, while the specialized carriers 'would prabably
be in a dlsadvantageaua cost pa51t1@n due to additional

flxed and start-up costs.

: : Transcamm'E comments made earller with: fespect
to incentives to practice cross-subsidization -apply with
equal* force to AT&T and COMSAT market entry, in which-
case "it ‘will be incumbent uponh the 'Commission to: determine
that assets and expenses aqsaclated with competitive
EEEVLCE ?re not utlllzed ln the determlnatlan of- regulated
T rates." ' : : . ho-

: . Sf“'. .

, ; ) A\
'-’*It must be nated that act;vatlgn of ;dle cable plant
also by definition. 1mplles zero incremental costs.

"Value-added" costs in furnishing complete circuits
.should ba appraxlmately equal for all carrierxs.

L
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T C. : Ga?e:nhégtalfélt;rnati?és'

The report. prepared by Frank P: Grad and Daniél C.
Goldfarh of Cclumbla Unlver51ty ekamlnbs recurring' FCC
policies that raise problems in “the industry and with foreign

. relations. The study makes three recommendations: redefiﬁi?

tion of legal authority in the cable/satellite area;
clarification of the roles of DOS, OTP, and the FCC; and .
‘the definition of the gQVErnmantal rcle and reSPDnsibilities
in the lang—range plannlng process

F

l. Summary cf Problems

o : _RThE effect Gf recurrlng FCC policies is. summarlzed
as serving to maintain the relative strength of the

» c&mganle: in the industry, (1 e., madintain status qua)

'This is observed as antlgampetlt;ve, anti-innovative,

and ralses troublesome questions for foreign relations.

In this regard the report notes that it has been sudgested
(fcrcefully) that. Ear21gn administrations are seriously
troubled by U.S. regulatory delays. The view expressed

-is that "it is difficult to understand why, after so .

many years of experience, this should remain such a =~ -
" major issue with foreign carrlersﬂ—all the more 80 since
these delays are generally the result of trying to work
out parity and £ill problems in line with policies tha;
presently work out to favor .cables over .satellites."l18

The delays in cable circuit authorizations are viewed .
as having as adverse effects on AT&T and ITT that are at
least as significant as the adverse effects on the foreign 2
carriers. Grad suqqest;, in-urging greater dispatch 1n,_'i;?f
solving the problem of delays, that the foreign carriers: -

~ speak as much fDr thElf‘AmEflPin caunterparts as they do

for themselves S . . . '

£

Undlmlnlshed fDIElgn preference for :able tech-
nalagy is difficult to’ axplaln Onga number of Dther
- grounds. Foreign. relatlgns problems in this area are not
"likely to be resolved Egﬁll a leSﬁ rigid, ~more competltlve
1ndu5try 15 devel@ped ‘ _ : s

2. Hegammendatlcng

“'I'he Lalump;a study finds .that a conv;nalng case
‘¢an be made showing the systemic naturp of foreign lelcy "
and related administrative problems. That is, they are
“problems of the very nature of the industry and its basic
- laws and regulations. Consequently, the report states:

119
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R "it is vgfy unllkely that tinke:ing ,
: ~with administrative arranQEmentsi or with'

. the allocations of functions among the.
_.several government agencies+in the
telecommunicatjons field, will, by
*ltaelf pradu:e solutions that are ;
of major or ‘lasting éffect. T6 provide
ﬂesuch solutions, substantlvé changes.
in’the structure of the industry and
: in' its .laws and’ ragulat;ans are '
» . needed--and some so clearly beyggﬁ
the scope of. this brief study

Sy

- __Dua té the d;ff;zulties and cgmplexlt;és of aitgrnat;vas

'+ 'such 'as the single transmission. entity proposed- in the
' 1968 Pr351dent;al Tagk Force Repart, or the -cohcept of.
=vseparatlcn of ownership reviewed in a 1974 OTP prgpgsaL
. the Columbia report deals with such major prgpasals as

bELHQ "outside the range of alternat;ves to pe cénsldered :

in thls study. “ZL/ o S .

B ) ’ Another difflcuLty in making racammenﬂat;éns
) © for systemic - changes arises from the fact that the depth
'=of the prablem is not fully agreed up@n‘ '\M‘»

‘"The main Gbstacle to the freedam
of U.S. and. f@re;gn carr;ers to

énter into agreements of their

choice, without limitations
relating to cable or satellite

. allocation and'to rate regulations, .
is the FCC. The F(CC, however, does
" not impose these. 11mltatlans .out of
a desire to create- prablems, but in
" pursuance of. legislative mandates
" to protect the,interest of the users |
and to prevent possible abuses by the -
o o huge and powerful telecommunications
o "~ carriers. When;the FCC's mandate
B under the Cgmmunlcatlans Act of 1934
9 * to protect the -consumer and its mandate
o . under the Communications Satellifg/ :
K ' . Act cf 1962 to advancé and pra-;i;

that -the FCC has been reasanaily effec-
tive in meetlng its ﬂlfflcult Dbllga— ~
tions." 22

120", ' : S
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£ + Alternatives or recommendations developed in
the study are modest in scope and -are offered as a .
‘"balance in.a very complex-regulatory Sltuatian iP which
aametlmes ﬂgnfllct;ng purposes must be: served

Recommendation 1 - Redefinition of Legal
Auth@rlty in Cable/&atelllte Issdes -

SeVeral sﬁ%ps are needed ‘to reduce foreign relatlans
problems stemming from' the cable/satelllte issue while
still malntalnlng balance and guardlng agalnst abuse.
xiThey are: . :

. a. The 1962 Communlcatléns Satelllte Act wauld be'
._amended to '
i & = .

(l) recagnlze CDMSAT as .a common carrler
vrathér than a qua51 public entlty . : ‘

: (2) relleve FCC of obligations to - aévance
;satelllte communications technélegy :

. (3) ellmlnate references to the speclal !
far21gn rélatlgns ObngatlDﬂs CDMSAT carr;es B

, (4) add a statement ;eaff;rmlng FCC authority

. over COMSAT T : ;fz} e :

. | (5) allow COMSAT to function as an.intefnatianal
cgmman carrle: fully ccmpet;tha with other such common

. fé) ‘re eal Sections 721 (a) (2) and (4) which.
’:equlre thchr351dent térprav1de for cgntlnuaus rev1ew

J

- o (7 ellmlnate 'from Section 721 all FCC _
*autharlty which is different in character and extent
frDm FCC author;ty over other carriers _ B

(8) el;mlnate, in Section 733(—the Presldent 8
power to appclnt three COMSAT board members. and .eliminate
any special provisions of Section 734 tq delete any~
special rlghts of common carriers tD purchase or hold
COMSAT stock. 24/ | y '
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: . b. By administrative determination, or by -

- statutory amendment‘ if pecpssary, free COMSAT from _
its carrier's carrier .stdtus, allowing it to part;clpate
"in the market on .the same competitive basis as other \
lnternatlgﬂal ﬁa ‘riers, -The FCC could, as an alternatlvé%~
to a. statutéry amendmgnt making COMSAT a full common K
carrier, :ecpan Docket 16058, the "ARuthorized User" -
'éeclslan, as ' the' conditions whlch led to the carrier's
carrier stat@s no lsnger h@ld :

~c. Aboligh ‘the. composite rate fo ipable and
satellite by administrative regulation,|or by statutory
amendment - if necessary, and permit compgtitive rates
to the fullest Sxtent possible. - Only pfg;ataﬂlease
circuits would probably be involved an ome degree of
‘noncompetitive. rate setting by the FCC would still
be required to Privent cross=subsidization. Two
Gptlons are ;nd;cated in th;s ,régard: - - o

(L

. , “ (1) Admlnlstratlve apprgach wauld be

; accampllshad by a review of the cém9931te rate policy -
adopted as .an adjunct to the Authorized User decls;an.:
(was not’'a law but was a gudqment which cculd bBe changed).

. (2) Amend C mmunlcatlans Act.of 1934 tD pr%vlda
for COMSAT. and other cirrlérs f;llng comgetltlve rates '
"and for the FCC to approve these unless .such rates, .

for 5p221f;ed services, are clearly contrary -to the )
ggubllc interest. 26/ - N

«d. - Other .policies that reduce intermodal campetitiaﬁ
"should be revised by F&C regulatgry actlan or by statutory
amendmént. These include: - A : 7 a

’ (l) joint OWnershlp of earth statlons would no
‘longer be required R : , S .
(2) - in the absence of suéh admlniStratlve
determination, Communications Satelllte Act of .1962
should be amended to provide\express ‘authorization to .
'COMSAT to have sole ownership of earth statlons or: to

allaw others to share:in ‘them. 27/ P . L
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The second recommendation of the study is that

several steps are needed for strengthening the foreign’

‘relations role of the U.S. by clarifying the roles of
the State Department, OTP, and FCC.  They dre:

"a. Without affecting the existing ~
. authority of the President with relation
- -to particular, statutorily-delegated :
areas of telecommunications management,
OTP should be ‘given statutory existence
.and should be designated as the proper
’aqeney to ecoordinate the approval of
_lprapased agreements ‘with fgre;gn carrlers._

W"Such!statutory,ex;stencé for OTP .
could best be established by ameriding
“the Communications. Act of 1934, inserting
a new subchapter on international
telecommunications, which'would provide
. forthe continuation of OTP and for =
its duties and functions in relation
to lnternatlcnal telecgmmunlcatians_‘
The enumeration of such duties and’
functions would effectively incorporate
. the provisions of Executive Order No.
“ 11556 and, should contain SEElelE
_ _reference to the proposed coordinating
=, , function of OTP for the approval of-
agreements with foreign carriers, in
accordance with further recammendat;énsi

that follow. : -

"b. ,All U.S. international carriers
should be required by law to inform
OTP of ongoing- negotiations’ with
foreign carriers, and OTP, in turn,
should have the duty . to ‘inform and

. obtain the concurrence of the State

% erartment -and of FCC before a U.S.

" carrijier is authoriged to conclude an
agreement with a foreign carrier,
‘This requirement should apply to
satellite as well as" cable agreements

T
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’"Tha statutary amenaments—ﬂtg be included
in the proposed new subchapter of the

,Cémmunlcatlgns Act of 1934--would, in effect,
maug applicable and extend the prDVlSlQﬁS C s
7 .

42 of the Communications Satellltel_

- Act cf 1962, relating. to negotiations with
. foreign garriers, to agreements relating
' to cables as well as satéllites.  The
coordingti g/fungtlgn for obtaining
State Depar fient and FCC concurrence
would be assigned to OTP. The proposal
has somewhat broader scope than the -
earlier provision in the Communications -
Satellite Act because it would require’ . '
* the early concurrence of FCC as well
"e. The- law should prav1de that the
: | designated governmert. agencies, in.
e "+ ' consenting to agreements with foreign .
" . ° ' . carriers, be guided primarily by the
‘ _need to meet capacity requirements for
grawth taking ‘into account the ‘cost
burden that unnecessary capac;ty 1mposes NI
Gﬂ the publlc. .

. . ,“The recgmmended statutgry amendment,
v . to be incorporated in the new  subchapter
on international telecommunications, may
be regarded as, an. amplification-of. éZ
of the: Communications Act of .1934, which
provides that an extension’ of lines must
be approved through the gfantlng of a
~certificate of public convenience and-
necessity. The propasai in effect,
- would articulate growth factors in relation
. , to convenience and necessity and would
also relate the .long-range planning _
functions of the government to decisions
affectlng 1ntérnat;onal agréements relating
tD the expan31an Df systems and ‘'services. 28/

.

In the past, it has been the practlce fgr carriers
to negotiate international agreements without prior-

substantive consultation with the appropriate- government

agencles. -The proposed change would assure that the -

' appraprlate agencies were not only informed but 'also made
aware of contemporaneous*cable and satellite’ negotiations
(making them able to ascertaln whether either or. b@th

1
-

-
Lo
‘E»J '




prgposed agreements were necessary) Graa.ﬁtates;

" “The reccmmendatian wuld- glve OTP, .

established as & statutory agency in’

the Executive Office, clear obliga-

tion to cepordinate the process. The.

involvement ¢f the State Department

is obviously appropriate, and the role

of the. FCC. would be to substantially s

carry. éut its rggular funEtan as

-datlén Dne."

It Shéuld be -added that the regommendatlon
does not. oust FCC from its regulatory :
role, nor would it substltute a palltical
S , . decision-making process for what is
AR essentially a process subject to the
T judgment of a qualified administrative
agency. The role of the executive'is
seen as essentially a facilitating,
supportive; f@r21gn policy role." 29/

Rec@mmenﬂatlén 3 = LQﬂgsRange Plannlng

Several steps for 1mprov;ﬁg the long range plannlng

Ei process as advanced ;n the report are:

. a. QTP shaulﬂ be tasked w1th the statutgxy ;
iabllgatlan to engage in langnrange planning and pglicy
develgpment for the U.S. in the international tele~-
communications field. ’ R

b. The carriers and apprapr;ate aQEﬂcles should
" be tasked to prav1de information to OTP upon request.

c. - Duties and Dbllgatlans here recommended would
properly be included in the proposed. amendment of the
.=Cammunlcat1@ns Act of '1934.30/- . o

The need fcr gavernmant 1nvalvement has been
demangtrateﬂ as: .

Dnly the government can rEQu1re the
collection and assembly of all relavant L
data--while planning by industry is
likely to be based -on the cable or
. satellite components, without regard.
o - to communications - needs as a whole.




In fact, a major defect of past planning
efforts has been that cable and satellite
- facilities were planned for peparately and
without relation to each other... there
is evidence of substantial numbers of '~
“empty circuits, whose idleness imposes
; .a cost on.the public resulting from
.. the lack of coordinated plahning
for cable and satellite." 31/

Other factors necessitating the involvement of
government irn -the planning process are also suggested.
"There is alsc a need for long-range gavernment planning
in the telecommunications field because interests of the

U.S. telecommunications, industry do not necessarily

" ‘ecoincide fully with the national interests. Unilateral
planning by sectors of industry is likely to take
account of the special'economic interests of the -

. particular carrier, rather than the national interest.
-or the public interest--particularly when planned ’
facility expansion is so closely connected with a more L

advantageous rate base. Moreover, carriers have. . ' o
multinational business interests,. and their planning

- decisions may, at times, reflect their special economic
interests in favoring multinational rather than U.S..

“interests. Clearly, the public interest of the U.S. in
international telecommunications requires government .

" concern for, and participation in, 1gﬁga:agga,planning;" 32/

i

The study concludes "In view of the close relation~ '
ship of international telecommunications to foreign
relations interests of the United-States--and hence
to the Executive Office of ‘the President-=it is appro-
priate that the Qffice of Telecommunications Policy be
given clear statutory responsibility for telecommunications

- planning in the international area." "The only agency '
"+ which §r35ent1y'ha5{the staff capability, and which has
shown a desire to undertake the task of long-range _
planning and policy development, is the office of -
Telecommunications Policy in;thé'Executive'foice;Q!QQ/~

"oTP already has the obligation to cooxrdinate other -
telecommunications interests with national implications,
such as the government portion of the radio spectrum
‘allocation and other aspects of ‘telecommunications
" control relating to nationdl defense."34/ ‘

%
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CHAPTER VII

SUMMARY AND' RECDMMENDATIONS

‘A, Intr@du;t;gn

This cané;uﬂing chapter presents g summary of the
findings on the various alternative industry structures
which were examined for single entity, international
record industry, international telephone industry,
COMSAT, and governmental regulatlgn. An overall
summary based on these findings is presented and
finally, the authors for the first time in this report
make known their views for regulatory action and legis-
lative change in the form of recommendations.

B. F;gg_gasic;Aregg_spudiéd

".This section summarizes the findings of the studies
in the five basic internatianal areas. .

1. Single Entity Options

Several studies examine the option of a single
transmission ent;ty either privately or government
owned. There is a general consensus that a single
entity, i.e., monopdly, should not be allowed at the

retail level as many services can be Supplled on a
somewhat competitive bas;s

In the case of a privately-owned single entity
at the transmission level, most of the studies have
indicated that assumptions of likely cost benefits could
bt be defended. As oneyauthor notes, the consumer
would have "no alternative supplier, merely different
technologies at probably uniform prices." The studies
indicate that a 31ngle entity could prove difficult
to regulate, result in an unbalanced system through
favoring one technology over another, and create service
problems. As far as existing problems are concerned,
the studies indicate that this option could serve to
exacerbate rather than to resolve them. : :

, In-the case of &4 government-owned single
entity, the studies indicate that it would suffer

from the same difficulties and introduce others as
" well. Several studies note that political forces could

) r‘({
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intrude in the decisions, the executive appointments,
" and the operations. One study compares the. likely
result as similar to the U.S. Postal Sexrvice:. Another
study observes that rates are normally higher in
countries where government-owned entities arg involved
and makes the point that funding, rather than reflecting
requirements, would have to compete with other more
compelling needs in the government budget. |

p ,

With the eXception of the Rostow and SRI

studies of the 1960's, none of the studies specifically
advocates any type of single entity.

»2. International Record Industry Options

The Gabel study of the record industry traces
the development of the industry over time and the legis-
lative/regulatory background. Several options for the
international record service industry were explored
including: status quo (i.e., no changes), duopoly,
and improved regulation. The study raises significant
questions in a number of areas. For example, rates for
some services, may be higher than necessary, investment
may be less than cost effective, and competition less
than it could be (Authorized User, AVD decision, cabyg/

satellite issue, etc.).

The study observes that a number of changes
clearly appear necessary (i.e., abolish Authorized
User ruling, abolish AVD decision and cable/satellite
allocation, etc.). These are all decisions that the
Commission made and are within its power to rescind.
Gabel emphasizes that the "missing link" has been effec-
tive regulation and that the answer to the identified
problems is improved and more active regulation rather
than structural change.

3. International Telephone Industry Options

The Cole study of the international telephone
industry examines the complexities of international
services and how they are integrated into the U.S.
domestic system. Significant hazards are identified as
results of the magnitude of the telephone industry, the
problems posed by the cable/satellite issue, and the
lack of required regulatory tools. The study views
the existing inability to actually practice rate base
regulation (due to inability to identify true costs of
international service), inability to determine the most
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cost effective facilities mix, etc., and the potential
long=run cost ;mpact of existing cable/satellite alloca-
tion sc&emes as serious problems which need attant;on.#

The study reviews a number of options in¢luding
the status quo, 1mprcved regulation, development of an
overseas accounting center, an AT&T subsidiary,-a separé@ga
non-AT&T company, and merger.of COMSAT into AT&T. The
study finds that the structural change options offer no
definitive solution to the existing problems. Generally,
the structural change DptlDﬂS appear to open the door to
even more problems, and in some cases effect a loss of
existing benefits such as competitiveness, economies of
scale, international bargaining power, technological
leadership, and others. The findings of this study are
essentially similar to those of, the record industry study;
lmpraved ragulatlan is requlred no matter what option
' is examined and, in addltlan, the development of an over-

seags accounting center is recommended. The latter would
‘make it possible to accurately identify the true costs
associated with international services: and wauld make
effective rate base regulation p@351b1e.‘ T

4. COMSAT Options

The Transcomm study reviews several options
for COMSAT including: recision of the Authorized User
decision (allow COMSAT into the AVD market), joint
carrier ownership of satellites, and COMSAT absorption
of AT&T submarine cables and related facilities.

The results of the study are relatively inconclu--
sive for a number of reasons. For example, any option
which generally retains COMSAT's carrier's carrier fole
is by definition limited. Also, any option which opens
“up markets such as AVD to COMSAT raises quéstiang of -
impact upon other carriers, such as the IRC's. .Finally,
COMSAT's ability to compete in the message telephony
market is virtually nonexistent because of the nature of
that industry. . .

The study indicates that recision of the Authorized
User ruling would probably result in much more competition
than now exists. On the other hand, it notes that the re-
gulator would have to guard against cross-subsidization.
The joint ownership option is-noted as being interesting
but not likely to solve existing problems and would
create new ones. The study observes that having effected
this change, the regulator would still be faced with the -
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cable/satelllte prgblem althaugh the pc551b111ty for real
difficulties (i.e., relegating satellite to the thin |
traffic paths) would be greater. The study. also notes

problems with maintdining technology, both cable and
satelllte,'undEf thls option.

ﬁ*’ The absorption of AT&T facilities option would,
in essence, create a single transmission entity with all of
the objections noted previously. ' Transcomm further
_observes that while COMSAT might be in a position to plan
effectively, its predisposition toward satellite could
lead to an unbalanced system and service problems.

In summary, the author notes that "no major
conclusions have been drawn for each alternative," but he
does suggest that administrative rulings dominate tne
structuring of the industry.

5. Gavernment/ﬁegulatlan Options

In the analysis of regulatory procedures,
Transcomm, Inc. tests eight reqgulatory alternatives as
possible responses to current industry problems. Increased
regulatory planning and guidelines, which are overly '
specific and intended as a replacement for common carrier
management duties, are summarily rejected. The elimination

- of- E;fﬁﬁtt"aétlvaﬁlaﬂ‘fequ;féméﬁts and the-disaggregation - .

of rates are advanced as the former would eliminate delays,
and the latter would base rates on costs. The capitaliza-
tion of satellite lease payments or the exclusion of sub-
marine cable investment from the carriers' rate bases are
reviewed as possible ways of neutrallzlng the cable/satellite
circuit choice. Also, AT&T's and COMSAT's entry into the AVD
market are assessed as positive alternatives as long as
regulation can safeguard against cross-subsidization, and
as long as the new entrants do not seek to eliminate the
IRC's from this market. Deregulation of leased channel .
«sarvicéig>alsa analyzed with similar results. o : },:
e . I . :

Grad and Goldfarb's study offers three recommenda-
tions for change in the industry. First, the 1962 Communi -
cations Satellite Act would be amended to recognize COMSAT
as a full common carrier in order to relieve the FCC of its
obligations to advance satellite technology, and to relieve
COMSAT of special foreign relations obligations. Second,
in steps designed to enhance foreign relations, OTP should
be designated as thé U.S. agency to coordinate agreements
with foreign carriers, require all U.S. carriers by law to
inform OTP of ongoing negotiations, and require a statutory
?:\ent to meet capacity requirements primarily through

132 ' .
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cost. consideration. Finally, OTP should be'taskadrwith the
statutory obligation to engage in long~-range planning and
policy develépment for the U.5. international telecommunica-
tions. .

C. Conclusions and Recommendations

This section contains observations that, for the sake
of - focusing the issues, are cast in the form of V1ews,
comments, and recommendations However, OT has not subjected
them to the extensive review by the range of interested and
informed parties inside and outside the Eederal Government
which would precede formal recommEndatlons by the Executlve
Branch to the Congress. Rather, the purpose of this section
is to make a responsible and public contribution to ongoing
discussions of alternative arrangements for the structure _
and regulation of the international telegpmmunications industry.
There has E&ﬁn sufficient review of these observations to
satisfy OT that they will make such a responsible contribution.
Nevertheless, because of the limited purpose of this section,
the observations do not constitute formal positions or action
recommendations on behalf of the Office, the Department, or
the Administration.

/ .

1. §trgctg;§;43;t§rna;ivg§

- It is our opinion that not one of the summarized
U.S. international industry studies has made a convincing
case for structural change. The single entity- alternatives
are dismissed as anticompetitive in an industry which sorely
needs enhanced competition, not only in the services sector
but in the transmission media sector as well. -~

Alternative arrangements for the IRC's, AT&T, and

COMSAT also hold little appeal, since the industry's pro-
blems are not primarily the results of the existing indus-
try structure. The various alternatives examined by Gabel,
"Cole, and Transcomm did not fare well when examined as
possible instruments for efficiency, competition, technolo-
gical progress, and consumer benefit. 1Indeed, when gains
were found in some instances, they were offset by losses
identified in others, along with the potential for further
problems.

- Finally, any structural change is not without con-
current expense and loss to some, and revenues and gain to
others. The benefits to cansumers and the overall effect
on the industry must be demcnstrated -before a commitment
is made E@r changing the structure.



2. Regulatory Alternatives
. ol ST o

_ The! bulk of the evidence supplied by the various
studies indicates that the existing industry structure is
neither the cause of the problems faced today in internaticnal
telecommunications nor the proper focal, point for change.
Rather, the problems are due largely to an ineffective
regulatory process which has been outpaced by technolo-
gical progress, gIGWlng market size, expanding service.

categories, and varying degrees of competition. The

complexity of international telecommunications has

placed extraordinary requirements upon an overburdened
regulator. Clearly, improved regulation.is the more
feasible approach for change. By means of an improved
regulatory process,tit will be possible to effect the
ché%ges needed for ensuring the efficient operation of the
industry. In so doing, the industry structure may well be
affected indirectly by improvements in the regulatory
process, "which will induce a higher degree of feasible
competition.

Both Gabel and Cole directly advocate improved
regulation. Similarly, Grad and Transcomm detail various
regulatcry alternatives for solving existing problems.

Our recommendations below follow this improved regulation
approach. Such an approach leads to a timely introduction
of rafarm W1th a minimum of legislative rewrite.

i E )
a. Rate Base Regulation/Rate Structure

\\EfféCtIVE rate base regulation of the inter-
national vblce and record carriers must be instituted as
so0on as pass;ble_ This would not only ensure that basic
regulatory goals are achieved, e.g., just, reasonable
and pondiscriminatory rates, cost effective investments,
etc., but.also introduce a higher degree of competitive-
ness in many areas. Commission actions in Docket 18128
and 20778 are preliminary steps toward achleV1ng effec-
tive rate base regulation.

3§cammendggﬁgn§§

[ ] Estﬂbllh}l an ég\;gg\h;Ll!h:l veliter roL A’r&i"s

® Develop mcthodulogles for determining rates
of return of the major international voice and record
services.



® Determine present rates of return for the

. major services. - /

® Establléh allowable rates of return for each

of the majar services,
0 . : e
- b. Planning and Licensing of Facilities B

At the present time, the Cammlsslcn has

embarked upon an effort to require 1ndustry to submlt a

comprehensive plan for approval and has also begin in-house
efforts to develop some of the needed analytical methodolo-
gies. 1In our view, the Government's role should be limited
to protecting the public interest without performing
industry's business. Definitive guidelines, which ade-
quately protect U~S. public interest, must be developed

to enhance cost effectiveness and to reduce uncertainties
for both U.S. carriers and foreign administrations. A
planning mechanism must be established whereby U.S5. cable
and satellltg carriers, in cooperation with foreign adminis-
trations, jointly perform lohg-range planning with a
reasonable éxpectation of'U.S5. license approval.

Recommendations:’

@ The following steps are proposed in the

~planning and licensing process, shown in figure VII-=1,.as

impravemantskin the current process:

(1) The Government in conjunction with the
U.s. car:;ers should first develop: gu1del1nes relative
to traffic forecasting, a cost comparison methodology
for transmission facilities, and operational factors.
The Government should not try to impose a standard fore-
casting methodology on the carriers but only insist that
the methodology be a systematic, fully definable process.
The -cost comparison methodology of cable and satellite
systems must be developed jointly with AT&T, COMSAT, and
the IRC's because unique requirements must be accounted
for in the process. Likewise, the operational requirements
must be developed jointly with the carriers for the same
reason.

(2) Once the guidelines are established,
the U.S. carriers would develop a coordinated long-term plan
or plans with the foreign administrations compatible with
the established guidelines. - It is understood that some
foreign administrations may have different views, and a
reasonable compromise will be reflected ln the coordinated
plan. .
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4 (3) The U.S. carriers would then submit the
plan or plans plus the applications for near-term facilities,
including proposed circuit utilization of facilities, to the
FCC. The plan would allow the FCC to examine the near-term

applications with a long-term perspective.

(4)’ The FCC will apply the established guidelines
in deciding whether to grant tentative approval of the
applications for near-term facilities, w1thgﬂf90 days. This
process requires the Commission to maintai n in-house
capability in the areas-of traffic forécasting, economic
cost comparisons, and operational requirements.

F (5) If the FCC grants tentative approval, then
and ienly then, can the carriers sign a negotiated agreement
with the foreign administrations on the near-term facilities.

(6) Then the carriers submit their applications
to the Commission, with action required within 30 days.
The FCC will verify that the negotiated agreement is consistent
with the tentatively approved apblication.

C. Relative Use of Cablé and Satelllte
Fac111tles :

- We agree with most of the studies that the—
use of £ill formulas or other such devices should be. - .. [ _

abandoned. The determination of cable/satellite market
share shauld be determined by the relative cost effective-
ness and operational efficiency, promoting competition
between the transmission media suppliers. Operational
factors such as divegrsity requirements will probably

result in a minimum use of elther cable or satellite
facilities for any major traffic stream at 25-30 percent

of the total. \

The issue of circuit utilization lel be
resolved adequately in tne proposed licensing pr@cess and
no separate circuit activation authorization will be
required. This approach would abolish the present two-
,step licensing process.

£
Recommendations
. AbDllSh any and all fill formulas which
are used to det ine the relative use.
® Explore measures that neutralize cabley
satellite investment choices, such as capitalization of
lease payments. ' v
137
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_ 7 L 3 Eliminate separate circuit activatidméxr
procedures, which are now required by the FCC. o

o o - Most of the difficulties the U.S. has
- experienced with its foreign partners can be traced to
four causes: (1) failure of the U.S..to develop specific’
policy and guidelines relative to the licensing of new
facilities (this has caused uncertainty not only among
" the U.S. carriers but also with their foreign correspondents),
+(2) fundamental difference in viewpoints concerning rates
"(U.S. views telecommunications as a basic service to be .
-‘provided at reasonable rates, whereas many foreign countries
. view it as a profit maximizin%ébusinéss and use the revenues
4 to subsidize postal and other domestic services), (3) U.S.
“¥. requlatory lag in the licensing and circuit activation ‘
' process, and (4) multi-lateral failure to recognize that
facilities planning is a cooperative venture..

. f
Recommendations:

@ Ensure that foreign entities are fully
aware of U.S. licensing and rate policies.

-f Implement prior recommendations concerning
U.S5. licensing process as a means of eliminating regulatory
lag and promoting cooperation. :

e. ,ptharizedﬂgsg;/AVD

several studies suggest recision of the
Authorized User decision and the re-entry of AT&T into the
AVD market. We believe that these actions would increase
the degree of competitiveness in the marketplace over the
short run, although the impact upon competition over the
long run is less obvious. ' :

L}

Recommendations: ®

J , s
@ Examine the prospect of predatory pricing
by COMSAT and/or AT&T. .
! e Examine the impact upon the IRC's and '
the basic services they provide. ‘
R e Examine the possibilities of cross-
subgidization by all the carriers.

138
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- ] Exam;ne the 1mpact of fcre;gn half—
circuit rates.

£, Resale and Shared Use Qf Serv;ces anﬂ

Facllltles

| A We fgel that sufflclent ev;dence has not
béen presented O determine .that resale and shared use of
intérnational services and facilities would be in the
public intérest. While the goal of a higher degree of
EGmpetltLDn in the private-lease market is desirable, it
is possible that other alternatives such as deregulation
of private lease might be preferable to merely increasing
the number.of vendors while maintaining regulation.

The long run impact of multlﬁle new entrants
could adversely affect competition and lead to a greater °

degree of mdrket concentration than now exists or to the
establisnment of new artificial marke;s.

%
Recommendations:

The concept of résalexand sharing as well as
other alternatives in the private lease area should be
examined with consideration of the following:

e Relative size of the market ‘ .
¢ Likely viability of new entrants

@ Degree of Government involvement requlred
(artificially.defined markets)

@ Evidence that existing service is not
available, inadequate, over-priced, or artificially
constrained »

@ Impact upon basic services, and determina-
tion of whether they are reasanably priced at the present
time

g.- Record Industry Issues

The formula for unrouted telégraph ,
messages, gateway cities, and interconnection are discussed
under this heading of record industry issues.

T
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(1) Tnternational Form#fla

,Recémméndatianss

- e ALl farmulas for unrouted telegraph
messages should be abolished. The customer should
specify the international record carrier desired f@r.averseas
transm1531an,, : : - oo

e

(2) Gateway Cities

Indications are that competition may be
enhanced by abolishing the gateway cities concept.

Recommendations:

e A study should be undertaken to fully.
-evaluate this proposal, since conclusions cannot be
drawn from studies already performed.

(3) Interconnection

Interconnection may have benefits for theé
consumer, however, there appear to be many factors (possible
abolition of the gateway cities concept, long-term impact
on competition, foreign administration reactlens, etc.)
that need to be _evaluated before a final decision can be
reached. The Cémmission is examining this subject at the
present time, and any recommendation now would be untimely.

h. Earth S;atign,@gnersh;g

L
1]

We do not see the earth StatlDﬁ guestion
as a major area of concern. SRS

i

3. Areas for Possible Legislative Chénga

The regulatory changes recammended in the pre—
cedlnq section may require new legislation in order to ..
either provide the Commission with the necessary legal
authority or to reflect specific directions by the LQthESs
as to how the Commission is to carry out its regulatary'

‘a



role. A new section may be desirable in a revision
to. the Communications Act of 1934 to cover those items:
'whlch are unique to lnternatlcnal telecammuniéatlans._

S Cénsiﬂeratign shduld‘be given to the revisicn of
. Section 222 of Act if it is deemed necessary to: (1) abo- -
“1ish the international formula' for the distributicn of
unrouted outbound ‘telegraph messages’and allow an all-
.routed-by sgender approach-to be implemented, (2) abolish
the gateway cities concept.or provide for more liberalized:
hinterland gerVLce, ‘and (3) reclassify Hawaii and Puerto
.wR;cé as dcmestiz polnts far U.S5. domestic traffic. '

o New legislat1Ve 1anguage may alsa be des;reﬂ to

..specifically address such. items as: coordinated long-term
‘planning of facilities, licensing of facilities, facility
use allacat;an, e.g., no allgcation of traffic by trans=
mission media, rate base regulation, ‘and 1ntegnatlcnal
:age settlng and sgttlement Praﬁedures._\
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